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The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board recently issued the following:
□  FAS no. 44, Accounting for Intangible Assets o f  Motor Carriers, requires 
trucking companies to immediately charge to expense or write-off the cost 
of their interstate operating rights. The statement is essentially the same 
as the exposure draft issued last fall (see November 10, 1980, Letter). The 
enactment of the Motor Carrier Act of 1980 deregulated the industry and 
significantly reduced the value of operating rights by increasing their avail­
ability. The statement is effective for fiscal periods ending after 
December 15, 1980.
□  Statement of Financial Accounting Concepts no. 3, Elements o f  Financial 
Statements o f Business Enterprises, establishes definitions of 10 key elements 
of financial statements. The elements are interrelated in that they are 
directly related to measuring the performance and status of an enterprise.
□  Statement of Financial Accounting Concepts no. 4, Objectives o f  Financial 
Reporting by Nonbusiness Organizations, sets forth the objectives of general- 
purpose external financial reporting by nonbusiness organizations. This 
statement and the concepts statement on business enterprises issued in 1978 
[see December 1 1 , 1978, Letter) will serve as the foundation for an integrated 
conceptual framework for financial accounting and reporting.
□  A proposed interpretation, Criteria for Applying the Equity Method of 
Accounting for Investments in Common Stock, clarifies the criteria for apply­
ing the equity method of accounting for investments of 50 percent or less
of the voting stock of an investee enterprise. Comments are due by 
February 20.
□  FASB Technical Bulletin 80-1, Early Extinguishment o f Debt through 
Exchange for Common or Preferred  Stock, deals with the question of whether 
APB Opinion no. 26, Early Extinguishment o f  Debt, applies to early extin­
guishments of debt effected by issuance of common or preferred stock, 
including redeemable and fixed-maturity preferred stock.
□  FASB Technical Bulletin 80-2, Classification o f Debt Restructurings by  
Debtors and Creditors, states that a debtor may have a troubled debt restruc­
turing under FAS no. 15 even though the related creditor does not have a 
troubled debt restructuring. An illustration is included.
For further information on these papers, contact the FASB, Order Depart­
ment, High Ridge Park, Stamford, Conn. 06905.
In other actions, at its meeting on January 7 the board
□  Discussed a staff draft of material to be included in an FASB concepts state­
ment on reporting earnings. The draft describes the purposes of reporting 
information about comprehensive income and funds flows and discusses 
capital maintenance concepts.
□  Reviewed comments received on the July 31, 1980, draft interpretation, 
Accounting by Oil and Gas Producing Companies for  the Tax Benefits o f  
Percentage Depletion.
□  Discussed comments received on the exposure draft, Disclosure o f  Interest 
Rate Futures Contracts and Forward and Standby Contracts, for consideration 
in a proposed statement.
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S&l Committee 
Provides Guidance 
on Letters to FHLB
Members Sought 
for Campus 
Accreditation Teams
The Institute’s savings and loan committee recently reached agreement with the 
Federal Home Loan Banks on the format of the collateral verification letters 
required in connection with advances made to savings and loan associations by 
the banks. During 1980, most of the District Banks began to use blanket, rather 
than specific, collateral agreements as used in the past. Many auditors felt that 
some of the data requested to be covered by the letter in connection with the 
new agreements could not be furnished in compliance with SAS no. 14. This new 
letter format, which follows, is designed to overcome those objections.
We have examined the financial statements of ABC Savings and Loan
Association for the year ended__________________________ , and have
issued our report thereon dated__________________________ . Our
examination was made in accordance with generally accepted 
auditing standards and accordingly, included such tests of the 
accounting records and such other auditing procedures as we con­
sidered necessary in the circumstances.
As part of our examination, we conducted tests of the accounting 
records and such other auditing procedures as we deemed necessary 
to determine that the Association is maintaining collateral, qualifying 
under Section 10 of the Federal Home Loan Bank Act, with unpaid 
principal balances at least equal to those amounts required by the 
Agreement for Advances, Pledge and Security Agreement entered into
by the Association and the Federal Home Loan Bank of _____________
_ _________________ dated____________________ .
In our opinion, sufficient qualified collateral was available on 
(balance sheet date) to secure the advances from the Federal
Home Loan Bank o f _______________________________; such collateral
was not otherwise pledged as security for other outstanding 
indebtedness, and the combined principal balances of such qualified
collateral was at least equal to _____ °/o of the Association’s FHLB
advances at (balance sheet date)
In preparation for implementing accreditation of college-level accounting 
programs (see July 1980, Letter), the American Assembly of Collegiate Schools of 
Business has asked the AICPA to submit the names of individuals willing to 
serve as members of visitation teams. These teams will visit the colleges applying 
for accreditation, review the programs and report on the findings.
At a one-day workshop slated for next fall, the AACSB plans to familiarize 
new team members with the accreditation standards and procedures, as well as 
the team’s responsibilities. These include review of the self-study report pro­
vided by the applicant institution, evaluation of the qualitative aspects of the 
program, and verification and clarification of the data submitted.
Each visit is expected to involve two to three days. Those who are willing 
may be asked to participate in two visits per academic year. Costs of travel, 
hotel and related expenses are expected to be borne by the institution being 
reviewed. There is no fee paid to team members.
Names of those interested should be sent to James H. MacNeill at the 
AICPA along with some background data describing the applicants’ qualifications.
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Controversy was again evident as 47 representatives from business, academe 
and the accounting profession made presentations last month at a public hearing 
on the Financial Accounting Standards Board’s exposure draft, Foreign Currency 
Translation. The draft, issued last fall (see September 8, 1980, Letter), con­
tained major changes to the board’s original Statement no. 8.
In his opening remarks, FASB Chairman Donald J. Kirk said that Statement 
no. 8 “has turned out to be one of the least popular — perhaps the least popular 
— of the board’s pronouncements.” Representative of the sentiment was a 
statement by Clifford E. Graese, vice-chairman, Peat, Marwick, Mitchell & Co., 
who said if FAS no. 8 was the least popular statement, the exposure draft 
issued “may well be the second most controversial document.”
Under the exposure draft, the assets and liabilities of a foreign subsidy 
or other foreign entity would be translated from its functional currency into the 
reporting currency using the current exchange rate, and its revenues and 
expenses would be translated at average exchange rates during the period.
“The number one issue,” said Kirk, “is, should the board proceed with the 
new foreign currency proposals in their present or a modified form or, alterna­
tively, should it go back to the Statement no. 8 approach but make revisions 
to it?” Other key concerns, he added, were translation of operations in highly 
inflationary economies and disposition of exchange gains and losses on 
intercompany transactions.
The state legislation committee has approved for publication an amended 
AICPA Model Accountancy Bill which reflects council’s actions last fall. Council 
had directed that compilation reports be included among the services reserved 
to registered accountants and that alternative wording be developed for those 
states that wish to retain experience requirements. Copies are expected to be 
available in February.
The Institute’s National Conference on State Legislation will be held on 
March 9 at the New Orleans Marriott Hotel. The one-day conference will focus 
on provisions of the newly-revised AICPA Model Accountancy Bill. There will 
also be concurrent sessions on topics such as updating your state accountancy 
law, effective legislative programs and sunset review opportunities.
No registration fee will be charged nor will there be a reimbursement policy 
for members. For further information, contact William M. Crane at the AICPA.
NOTICE OF AICPA PUBLIC MEETINGS
Management Advisory Services — An open meeting of the management advisory services executive 
committee will be held in New York City on January 28. The meeting will begin at 10:00 a.m. in 
the Hampton Suite on the 64th floor at 30 Rockefeller Center. The agenda will be reported by 
the meetings telephone information service.
Professional Ethics — An open meeting of the professional ethics executive committee will be 
held at the Marriott Hotel in New Orleans on February 5, starting at 2:00 p.m. The agenda consists 
of consideration of a proposed new pronouncement, Interpretation 202-2: Reporting Standards, 
for publication.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
FASB Holds 
Foreign Currency 
Translation Hearing
Model Bill Approved; 
Conference Set
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Washington Briefs Debt or Equity — At year-end, the IRS issued final regulations referring to the 
treatment of certain interests in corporations as debt or equity. The regulations 
generally apply to those interests in corporations created after April 30, 1981. 
For further information, contact Jack A. Levine at the IRS (202/566-3458). The 
document will appear shortly in the Federal Register.
Last March, the IRS had proposed regulations on the question of whether 
certain interests in corporations should be treated as stock or indebtedness for 
tax purposes. These proposals had been scheduled to take effect on January 1.
Conflict-of-interest Guide — The AICPA’s federal government division recently 
issued a booklet summarizing federal conflict-of-interest laws as they apply to 
partners and employees of accounting firms entering or leaving federal govern­
ment service. The booklet is being distributed to certain Presidential appointees 
and others entering the federal government. Copies of the guide, Federal 
Conflict-of-interest Laws as Applied to Government Service by Partners and 
Em ployees o f  Accounting Firms, may be obtained from the AICPA order 
department. Price is $6.50; $5.20 to members.
New Securities Proposals — As part of its program to integrate disclosure and 
registration requirements under various securities laws, the SEC recently agreed 
to propose revisions that would standardize the rules for filing forms under the 
1933 and 1934 Securities Acts. Also, at a recent open meeting, the commission 
rejected a petition that would have required corporations to disclose to the SEC 
and shareholders statements they made to federal agencies and courts on 
proposed or implemented regulations.
Tax Provisions Extensions — On December 17, the President signed into law 
P.L. 96-541, formerly HR 6975 (see December 22, 1980, Letter), extending the 
expiration dates of certain tax provisions. One part of the law extends from 
January 1, 1981, to July 1, 1982, a ban on the IRS issuing regulations on inde­
pendent contractor versus employee status for employment tax purposes.
NCGA Elects Chairman — The National Council on Governmental Accounting 
recently elected Frank L. Greathouse, assistant to the comptroller and director of 
the divisions of state and municipal audit, Tennessee, as its new chairman.
He succeeds James R. Fountain, Jr. Also, the NCGA elected Joel M. Schlanger, 
director of finance, Roanoke, Virginia, as its new vice chairman.
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Williams Analyzes 
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FCPA Enforcement
Draft Exposed on 
Communications 
Between 
Accountants
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In what was billed as a major statement, SEC Chairman Harold M. Williams 
recently discussed the accounting provisions of the Foreign Corrupt Practices Act 
of 1977 and the commission’s enforcement policy. Speaking before some 500 
attendees at the AICPA eighth national conference on current SEC developments, 
held earlier this month, Williams noted that the concerns created by the Act, 
as expressed by lawyers, accountants and corporate executives, have been 
“without equal.” For the most part, he added, this anxiety can be attributed to the 
spectre raised by some “of exposure to commission enforcement action, and 
perhaps criminal liability, as a result of technical and insignificant errors in 
corporate records or weaknesses in corporate internal controls.”
Such uncertainty, he added, can have “a debilitating effect” on companies 
trying to comply with the law. Many businesses, said Williams, “have been very 
cautious — sometimes overly so — in assuring at least technical compliance 
with the Act.”
Williams also noted the Act’s accounting provisions “endorsed and incorpo­
rated accepted private-sector standards.” In sum, Williams concluded, “the 
primary thrust of the Act’s accounting provisions was to require those public 
companies which lacked effective internal controls, or tolerated unreliable 
recordkeeping, to comply with the standards of their better-managed peers.”
Other speakers at the two-day conference were A. A. Sommer, Jr., former 
SEC chairman; A. Clarence Sampson, SEC chief accountant; and Donald J. Kirk, 
chairman of the Financial Accounting Standards Board.
The Institute’s accounting and review services committee recently issued an 
exposure draft of a proposed statement on standards for accounting and review 
services entitled Communications Between Predecessor and Successor 
Accountants. The proposal, which amends SSARS no. 2, provides guidance to a 
successor accountant who decides to communicate with a predecessor accoun­
tant in connection with acceptance of an engagement to compile or review 
financial statements of a nonpublic entity.
The draft would not change the basic position in SSARS no. 2 that a 
successor accountant is not required to communicate with a predecessor in 
connection with acceptance of a compilation or review engagement. However, 
it does identify circumstances that may cause a successor accountant to decide to 
communicate with a predecessor, and the draft provides examples of the 
inquiries that might be made.
The draft requires the predecessor accountant to respond promptly and 
fully to such inquiries in ordinary circumstances. It also provides guidance 
on additional inquiries a successor accountant may wish to make of a predecessor 
to facilitate the conduct of the successor’s compilation or review engagement.
Comments are due by May 29 and should be directed to Natalie Brecker 
at the AICPA. Copies of the draft may be obtained from the AICPA order 
department.
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Auditing 
Interpretation 
on Documentation 
to be Issued
The Institute’s auditing standards division has approved an auditing interpreta­
tion entitled The Effect of an Inability to Obtain Evidential Matter Relating 
to the Reserve for Income Taxes, which will appear in a forthcoming issue of 
the Journal of Accountancy.
The interpretation gives guidance in dealing with situations resulting from 
concerns about the IRS’s recent attempts to gain access to certain clients’ and 
auditors’ tax accrual working papers. These involve situations where the auditor 
is unable to obtain appropriate documentation of the calculation or contents 
of the reserve for income taxes, or is denied access to such information.
The interpretation says that limitations on the auditor’s access to information 
he considers necessary to audit the tax reserve constitute a scope limitation 
for which he should consider either qualifying or disclaiming an opinion on the 
financial statements. The interpretation reminds the auditor that client-imposed 
restrictions that significantly limit the scope of the audit generally should 
result in a disclaimer of opinion.
Also, the interpretation states that it is not appropriate for the auditor to 
rely solely on an opinion from the client’s legal or tax counsel as to the adequacy 
of the reserve to cover tax contingencies.
IFAC Issues 
Planning Guideline; 
Exposes Two Drafts
Planning is the title of the fourth international auditing guideline issued by the 
International Federation of Accountants. It identifies key elements in the 
planning process and provides practical examples of items which should be 
considered when planning an audit.
The IFAC also issued the following exposure drafts of two proposed 
international auditing guidelines:
□  Audit Evidence, Exposure Draft 8, describes the nature and sources of audit 
evidence as well as the methods of obtaining it.
□  Documentation, Exposure Draft 9, provides guidance on the form and content 
of working papers. The draft provides examples of matters that are normally 
documented to provide evidence that the audit was properly carried out.
Comments on the two drafts are due by May 31 and should be directed to 
Thomas P. Kelley at the AICPA. Copies of all three papers may be obtained 
shortly from the Institute’s order department.
The AICPA membership has voted by mail ballot to make two changes in the 
AICPA bylaws. Ballots were cast by 81,112 members representing 49.5 percent of 
those mailed.
Amendment no. 1 changes the number of members required to call a special 
meeting of the Institute from 200 to 5 percent of the membership. The vote 
was 56,110 (69.2%) Yes, 24,921 (30.7%) No and 81 abstentions.
Amendment no. 2 provides that, if 5 percent of the members petition in 
writing for a change in the bylaws or code of professional ethics, a mail ballot 
needing no council approval will be conducted. The vote was 65,832 (81.2%) Yes, 
15,072 (18.6%) No and 208 abstentions.
The bylaws provide that proposals become effective upon the affirmative 
vote of at least two-thirds of those voting.
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Members Approve 
Bylaw Changes
FASB Issues 
Research Report on 
Contractual Rights
Palmer Reelected 
FAF President
Journal to Carry 
Letters to the Editor
Study to be 
Conducted on 
Analyzing CPA 
Practice
The Financial Accounting Standards Board recently issued a research report, 
Recognition of Contractual Rights and Obligations, which explores issues and 
alternative solutions with broad implications for recognizing assets and liabilities 
arising from executory contracts. Written as part of the accounting recognition 
criteria phase of the conceptual framework project by Professor Yuji Ijiri of 
Carnegie-Mellon University, the report examines various types of short-term and 
long-term contracts.
On another matter, the board is expected to issue shortly a research report 
covering present practices in recognizing revenues, expenses, gains and losses. 
The report is based on work done by Professor Henry Jaenicke of Drexel 
University.
For further information, contact the Order Department, FASB, High Ridge 
Park, Stamford, Conn. 06905.
Russell E. Palmer, managing partner and chief executive officer of Touche Ross 
& Co., has been reelected to a one-year term as president of the Financial 
Accounting Foundation.
Other officers elected were Kenneth S. Axelson, senior vice president and 
director of finance and public affairs of J. C. Penney Co., Inc., vice president; 
and William H. Daugherty, Jr., president of NCNB Corporation, secretary. Walter 
P. Stern, vice chairman of Capital Research Company, was reelected treasurer.
New trustees, elected for three-year terms, are Sidney Davidson, Arthur 
Young, Professor of Accounting, Graduate School of Business, University of 
Chicago; William R. Gregory, senior partner of Knight, Vale & Gregory; and 
Warren J. Robertson, executive vice president-administration of Nabisco, Inc. 
AICPA Chairman William S. Kanaga, chairman of Arthur Young & Company, 
will serve as an ex-officio trustee during his term of office.
The foundation is responsible for appointing members of the Financial 
Accounting Standards Board, providing funds for the board’s operations and 
exercising general oversight of the FASB, except for its technical decisions 
and pronouncements.
Starting with the April issue, the Professional Notes department of the Journal of 
Accountancy will be expanded to include a separate section for Letters to 
the Editor. This action results from a recommendation by the special committee 
on small and medium-sized firms that members should have “an additional 
opportunity to express themselves, and to foster a productive exchange of 
information.. . .”
The Journal is encouraging members and other readers to submit letters 
(750 words maximum) that comment on important professional issues and tech­
nical matters as well as on previous articles or items that have been published 
in the magazine.
The Institute’s board of examiners will conduct an 18-month study analyzing 
CPA practice. “The objective of the study,” said Mitchell Rothkopf, director, 
AICPA examinations division, is to “identify the competencies required by prac­
ticing CPAs to provide the services for which they are licensed.” The analysis 
“will use state-of-the-art testing and measurement methods for the purpose 
of continuing validation of the Uniform CPA Examination,” he added.
Gary Siegal, associate professor, school of accounting, DePaul University, 
Chicago, has been selected as a consultant to conduct the study.
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New Hampshire 
Board of 
Accountancy 
Challenged
PCPS Plans 
Third National 
Conference
The New Hampshire Board of Accountancy will go out of business on June 30 
if the legislature adopts the recommendations in a committee staff report.
The report was developed under the provisions of the state’s Sunset Act that 
require one of the legislative bodies to take positive action by April in order for 
a regulatory agency to be retained.
The AICPA’s legislative committee has been supplying assistance and 
material, at the request of the board and the state society, in preparation for a 
public hearing scheduled for February 6. The New Hampshire board is the first to 
be recommended for termination.
The report, which has not received the approval of the joint committee 
on review of agencies and programs, recommended termination of more than 50 
agencies. Of the 28 professional and occupational licensing agencies evaluated, 
only six met all eight of the staff-developed criteria. These occupations are 
all in the medical and health service field. Accountancy did not meet any of these 
criteria. Several of these conditions focus on such items as whether the general 
public is the primary beneficiary and if it is the direct employee, whether 
the scope of practice can be defined unambiguously, the extent to which improper 
practice damages the consumer’s health or safety and if state regulation is the 
best means for providing adequate recourse.
If the New Hampshire board does go out of existence, a whole series of 
issues will be raised. Among these issues are the means by which certified public 
accountants will be created in the state, problems of reciprocity with other 
states, the effect on interstate practice and how U.S. government compliance 
audits, such as school lunch programs, which require a CPA, will be handled 
in New Hampshire. Moreover, there may be a “ripple effect” that may have 
a bearing on how other states handle sunset evaluation.
AICPA Chairman William Kanaga has appointed a special committee to 
examine these and related issues.
At least six more state boards will undergo sunset evaluation this year.
They are Colorado, Indiana, Kansas, Oregon, Utah and Vermont. There has been 
no indication that serious consideration is being given to terminating any of 
these boards, but their powers may be subject to some changes. Among the issues 
that have been raised in some states is the question of state regulation of con­
tinuing professional education requirements as set forth in the accountancy 
statutes, especially as they apply to the nature of qualifying CPE and to stipulated 
hours. The issue of whether advanced education should be specified may come 
under close scrutiny in some jurisdictions.
The private companies practice section of the Institute’s division for CPA firms 
has set April 26-28 for its third national conference. To be held at the Hyatt 
Regency Hotel in Kansas City, the conference will focus on the latest professional 
and technical developments relating to the practices of local and regional firms. 
Speakers will include AICPA President Philip B. Chenok, AICPA Vice Chair­
man George Anderson, and PCPS Chairman Francis A. Humphries.
An optional program, on April 29, will offer a full-day course on conducting 
a peer review to be presented by the AICPA’s quality control review division.
A supplementary course, on April 30, will be offered for review captains.
The registration fee is $125 for the conference, but the fee doesn’t include 
the reviewers’ courses on April 29 and 30.
CPE credit will be available for both the conference and the optional 
courses following the program.
For further information, contact the AICPA meetings department.
The Institute, in cooperation with the University of Virginia’s McIntire School of 
Commerce, has slated the second national banking school program for two 
sessions — May 18-21 and June 1-4 — at the university’s campus in Charlottes­
ville. Each session will be limited to 75 participants.
The program is designed for partners and managers of local and regional 
firms who have, or anticipate having, commercial bank clients with up to $350 
million in volume. The sessions are aimed at providing practitioners with a 
better understanding of the regulatory, operating, tax and compliance areas of 
commercial banking.
Tuition is $600; board is $125; room accommodations will be available 
separately. For further information, contact Cathy Justin, AICPA continuing 
professional education division (212/575-6643).
Recent Publications Study in Federal Taxation no. 2 — Tax Planning Techniques for Individuals — 
An updated guide, this study discusses more than 100 planning techniques avail­
able to minimize the federal tax impact on individuals. Each technique is 
keyed to three major categories of taxpayer — executive or other employees, 
investors, professionals and other self-employed individuals. Price is $22.50, 
$18.00 to members.
The Institute’s 1980 List of Members is now available. Price is $15; $12 to 
members.
Both publications are available from the AICPA order department.
Postage Reminder 
to Letter Readers
AICPA members who have elected to receive the Letter by first-class mail, 
or those who wish to take advantage of this service, should send their checks for 
five dollars to the AICPA’s circulation department as soon as possible. This 
will assure them of first-class mail delivery for the period from March 1, 1981, 
through February 28, 1982. Otherwise, their copies will be sent at the usual 
second-class rate.
NOTICE OF AICPA PUBLIC MEETINGS
Board of Examiners
The AICPA board of examiners will include an open session from 1:30-2:30 p.m. at its February 19 
meeting to be held in the Marriott Hotel, New Orleans. The agenda will be reported by the 
meetings telephone information service.
Federal Taxation
The federal tax division executive committee will include open sessions during its meeting at the 
Marriott Hotel in Denver on February 19-20.
February 19 -1:00-5:00 p.m.
□  Division Recommendations for Tax Law Changes. (Discussion of preliminary draft.)
February 20 — 9:00 a.m. to 5:00 p.m.
□  Division Recommendations for Tax Law Changes. (Continued.)
□  Tax Policy Statement Supplement on Value Added Tax. (Consider draft for publication.)
□  Tax Policy Statement on Suggestions for Implementation of Indexation of Tax Law. (Consider 
draft for publication.)
The next scheduled meeting of the committee is July 16-17 in Washington, D.C.
Changes from these notices will be reported by the meetings telephone information service.
The telephone number is 212/575-5694.
National Banking 
School Program Set
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Washington Briefs Williams to Resign — Harold M. Williams, chairman of the Securities and
Exchange Commission, has announced that he plans to resign, effective March 1. 
In a letter dated December 31, Williams said he was resigning so that President 
Reagan could nominate a commissioner of his choice whom he could designate as 
chairman. This would “assure an orderly transition of leadership. . . . ” Williams, 
whose five-year term would have expired in June 1982, was dean of the 
graduate school of management at the University of California at Los Angeles 
before being appointed SEC chairman in 1977.
Good Faith Compliance — Penalties will not be imposed against employers, 
according to the IRS, if they fail to comply fully with the information reporting 
requirements for 1980, providing a good faith effort is shown in including 
employee fringe benefits in the gross income reported on Form W-2 “to the full 
extent feasible under their existing recordkeeping systems.” However, IR 80-133 
warns that full compliance will be required for 1981 and subsequent years.
Bank Interest Ruling Delayed — The IRS recently delayed the effective date 
of part of Revenue Procedure 80-55, issued December 15, that disallows deduc­
tions for interest paid by commercial banks on certain time deposits made 
by a state that are secured by pledges of exempt obligations. Bankers, at a meet­
ing with IRS officials, said the ruling would cost “billions of dollars” in dis­
allowed tax deductions. As a result, the IRS said that the key provisions of the 
Rev. Proc. will not be applied to deposits the banks receive before June 1 ,  1981.
Other Accountants’ Reports — The SEC has proposed amendments that would 
eliminate the requirement that issuers include in their annual reports separate 
reports of other accountants when an examination is made by an independent 
accountant other than the registrant’s principal accountant. The SEC also has 
proposed amendments to Schedule 14A to clarify situations where financial 
statements may be incorporated by reference into proxy or information state­
ments from the annual report to shareholders. Circumstances under which 
financial statements in proxy or information statements may be omitted are cited. 
Comments are due by March 15.
Correction — In a report on board of directors’ action, December 22 Letter, 
the approved operational agreement should have been reported as between the 
professional ethics division and the special investigations committee of the 
SEC practice section. The private companies practice section does not have such 
a committee.
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In its newsletter, Status Report, the Financial Accounting Standards Board 
recently published an updated plan for major technical projects and other 
research activities.
Under its project on developing a conceptual framework for financial 
accounting and reporting, the board said an initial document on the small 
business aspect of the project is slated for the second quarter of this year. It will 
deal with the kinds of financial information that should be presented in financial 
statements. The document, adds the report, will provide a basis for further 
dialogue on the issues, including a possible hearing in late 1981.
In other matters, the board took the following actions:
□  Tentatively decided to release exposure drafts of two proposed statements: 
Accounting for Product Financing Arrangements and Revenue Recognition 
W hen Right o f  Return Exists. The board’s staff will submit drafts to the board 
for approval.
□  Decided not to issue a final interpretation that would clarify how oil and 
gas producing companies should account for the tax benefits of percentage 
depletion.
Also, the board is in the process of issuing four Technical Bulletins in the 
following areas:
□  Bulletin 81-1, Disclosure o f  Interest Rate Futures Contracts and Forward and 
Standby Contracts, reaffirms that APB Opinion no. 22 applies to policies
and practices related to those contracts. The board had previously decided not 
to issue a final statement in this area.
□  Bulletin 81-2 deals with accounting for unused investment tax credit acquired 
in a business combination accounted for by the purchase method.
□  Bulletin 81-3 deals with the new obligations created by the Multiemployer 
Pension Plans Act of 1980; and Bulletin 81-4 deals with classifying monetary 
and non-monetary items.
For further information on these bulletins, contact Order Department, FASB, 
High Ridge Park, Stamford, Conn. 06905.
At its meeting last month, the Institute’s auditing standards board took the 
following actions:
□  Agreed to ballot on an exposure draft of a proposed SAS that would supersede 
SAS no. 1, section 338, and make clear that working papers are required
for audits of financial statements or other engagements to which any generally 
accepted auditing standards apply.
□  Agreed to ballot on a final SAS that would revise paragraphs 15-17 of SAS 
no. 14 to allow an accountant’s report relating to the results of applying 
agreed-upon procedures to specified elements, accounts or items of a financial 
statement to be accompanied by an entity’s financial statements.
□  Agreed to ballot on three separate SASs to revise SAS no. 1, section 630, 
Letters for  Underwriters; section 710, Filings under Federal Securities Status; 
and SAS no. 24, Review o f Interim Financial Inform ation .
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The Sixth National Conference for CPAs in Industry will be held May 7-8 at the 
Hyatt-Regency Hotel in Atlanta, Georgia. Designed to meet the special interests 
of this portion of the membership, the program will include Stephen J. Friedman, 
commissioner, Securities and Exchange Commission; Edward S. Cornish, 
president, the World Future Society, Washington, D.C.; and John C. Booth, Jr., 
president and chief operating officer, American Productivity Center.
Concurrent sessions will focus on topics such as staffing the financial 
function, computer-related fraud, the job of the corporate controller, time man­
agement, corporate risk management and the future of financial forecasting. 
Updates on recent pension developments and FASB actions are also scheduled.
A brochure about the conference is being mailed to those AICPA members 
with special interests in this area.
Registration is $175. For further information on the conference, contact 
the AICPA meetings department.
The AICPA and other professional accounting organizations are urging prac­
titioners to cooperate with colleges and universities in implementing a precedent- 
setting requirement under the new accreditation standards for accounting 
programs. In recognition of the importance of professional experience, a specified 
percentage of the faculty of schools to be recommended for accreditation 
by the accounting accreditation committee of the American Assembly of Col­
legiate Schools of Business must demonstrate that they have had 60 days of 
“recent relevant experience” in the last five years. The requirement’s objective is 
“ to bring to the classroom firsthand knowledge of practical accounting situations 
and to identify how current accounting issues are actually being handled by 
the accounting profession.”
Opportunities for academics are being sought in public accounting, industry 
and government for consulting, employment and the development of case 
materials. Other kinds of experience may be acceptable, but no comprehensive 
list has been compiled because of the experimental nature of the program in 
its early stages. Also, accounting societies are being asked to include more 
academics on committees dealing with current technical issues and practical 
problems. The effectiveness of this experience requirement depends largely on 
the cooperation of practicing accountants, according to a committee spokesman.
Last December the AICPA board of directors authorized financial support 
for the AACSB program and a task force is now discussing the conditions 
of the grant. The board also approved publication of a revised model accountancy 
bill, that, like its previous version, provides for 30 semester hours in addition 
to a baccalaureate degree before sitting for the CPA examination.
For further information, contact the relations with educators division of 
the AICPA.
Conference for 
CPAs in Industry 
Set for Spring
Practitioner Aid 
Sought in
Accreditation Effort
The Institute’s minority recruitment and equal opportunity committee recently 
announced the award of 104 scholarships for the second half of the 1980-81 
academic year. The students, from 52 colleges and universities, received scholar­
ships totaling $36,500. For further information on the program, contact Sharon 
A. Donahue at the AICPA.
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The special committee on solicitation, chaired by William R. Gregory, is currently 
surveying a random statistical sample of AICPA members to determine their 
attitudes toward direct uninvited solicitation of potential clients.
The anonymous questionnaire uses a rating scale to determine attitudes 
toward such matters as the extent to which cited examples should be considered 
as solicitation, characteristics and impact of uninvited solicitation, other 
promotional practices and the effects of a prohibition on this type of solicitation 
in the Code of Professional Ethics.
The committee has been charged by the AICPA council “to study the 
ramifications of the present status of rules pertaining to direct, uninvited solici­
tation and the legality of such rules.” The survey results will be incorporated 
in the committee report which will be available to the membership prior to 
the 1981 annual meeting in October.
Computer Services Guidelines: Guidelines to Assess Computerized Time and 
Billing Systems for Use in CPA Firms — These guidelines were developed 
particularly for CPAs with limited knowledge of data processing to assess com­
puterized time and billing systems for use in their practices. Major subjects 
include system selection approach, system specifications, defining specifications 
for a time and billing system, and time and billing data processing options.
Price is $6.50; $5.20 to AICPA members.
Disclosure checklists extracted from the AICPA Audit and Accounting Manual 
are now available separately. Developed by the Institute’s technical information 
division as nonauthoritative technical practice aids, these checklists are 
“tools” and should be modified, as appropriate, when updated pronouncements 
are issued. Price is $3.50, with standard discounts.
Both publications may be obtained from the AICPA order department.
Stanley Gross has been appointed interim president and chief operating executive 
of the Institute of Internal Auditors, effective immediately.
Gross is temporarily filling the post vacated by Robert L. Richmond last 
month. He served as the elected international president of the IIA four years ago 
and most recently was the interim director of the international relations 
department. Also, Gross, who is a resident of Strongsville, Ohio, is retired as 
corporate director of internal auditing for the Sherwin-Williams Company 
in Cleveland.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services — The open meeting of the accounting and review services 
committee originally scheduled for February 26-27 in Scottsdale, Arizona, has been cancelled. 
The next meeting is tentatively scheduled for April 23-24 in Dallas.
Auditing Standards — The open meeting of the auditing standards board which was slated for 
March 3-5 has been changed to March 10-12 in the AICPA board room, New York. The agenda will 
be reported in the February 23 Letter and by the meetings telephone information service.
The next meeting is scheduled for April 21-23 in Fort Lauderdale, Florida.
Changes from these meeting notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
Members Surveyed 
on Solicitation
Recent Publications
IIA Names Gross 
President
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Washington Briefs New IRS Commissioner Chosen — Roscoe L. Egger, Jr., partner in charge, office 
of government services, Price Waterhouse & Co., has been nominated to be 
commissioner of the Internal Revenue Service by President Reagan. If confirmed, 
he will be the first CPA practitioner in 20 years to hold the post. A former 
chairman of the Institute's federal government executive committee, Egger 
has more than 30 years experience in professional practice.
LIFO Revisions — The IRS, in T.D. 7756, issued new rules on the financial 
reporting conformity requirement for taxpayers using the LIFO method of inven­
tory accounting. Also, the IRS has issued proposed amendments that would 
provide guidance regarding a method of valuing dollar-value LIFO inven­
tories and would affect taxpayers who maintain inventories. The proposal would 
allow taxpayers to compute a price index for valuing an inventory pool by 
using 80 percent of the percent change in selected consumer and producer price 
indexes published by the Bureau of Labor Statistics.
Attorney-Client Privilege Extended  — The U.S. Supreme Court, in a recent 
decision, extended to lower-level employees the “shield” against compulsory 
disclosure that has been provided for communications between senior executives 
and company lawyers. The decision (Upjohn v. U.S.) may make it easier for 
corporations to conduct internal investigations. The Court said that the company 
was protected by the attorney-client privilege of confidentiality for ques­
tionnaires completed by its overseas managers in connection with an internal 
probe of alleged improper payments to foreign officials.
Indexation Bill Introduced — A bill to index tax rates from the impact of inflation 
was introduced earlier last month by Senator Robert Dole (R-Kan.), chairman 
of the Senate finance committee. Under the proposal (the Tax Equalization Act, 
S.1), the personal income tax rates, the personal exemption and the zero 
bracket amount would all be increased to reflect the rise in the consumer price 
index of the previous year.
Fringe Benefits — Certain fringe benefits would result in taxable income to an 
employee under provisions of a Treasury Department discussion draft sent to 
Representative Dan Rostenkowski (D-Ill.), chairman of the House Ways and 
Means Committee. Taxable fringe benefits noted in the draft include
□  Bargain purchase of airline tickets by airline employees.
□  Country club membership, subject to deduction for extent of business usage.
□  Free tuition for children of university professors.
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The Financial Accounting Standards Board recently issued the following:
□  An exposure draft, Financial Reporting and Changing Prices: Motion Picture 
Films, would supplement FAS no. 33. It would require enterprises presenting 
data on a current cost basis to combine measures of motion picture films 
and related expenses at either historical cost/constant dollar amounts or at 
current cost amounts with current cost measures of other assets and 
expenses. Comments are due by March 11, 1981.
□  An exposure draft, Accounting for  Certain Product Sales, contains two parts; 
both would adopt the specialized accounting and reporting practices con­
tained in two Institute statements of position. Comments are due by April 11.
A) Revenue Recognition When Right o f Return Exists adopts the accounting 
and reporting elements in SOP 75-1 and would specify how an enterprise 
should account for sales in which the buyer has a right to return the 
product.
B) Accounting for Product Financing Arrangements comprises the principles 
and practices that are set forth in SOP 78-8. It would specify criteria for 
determining when an arrangement involving the sale of inventory is in 
substance a financing arrangement.
□  Technical Bulletin 81-5, Offsetting Interest Cost to be Capitalized with 
Interest Income, deals with the question of whether interest income earned 
from investments should be offset or netted against interest cost incurred in 
determining the amount of interest cost to be capitalized as part of the cost 
of acquiring qualifying assets.
□  A research report, Survey o f  Present Practices in Recognizing Revenue, 
Expenses, Gains and Losses, discusses the rationale behind present practices 
and the accounting literature that supports them. Prepared by Professor 
Henry R. Jaenicke of Drexel University, the survey is the second of two 
studies sponsored by the FASB on accounting recognition criteria. The first, 
Recognition o f  Contractual Rights and Obligations, was published two 
months ago (see January 26 Letter).
For further information, contact Order Department, FASB, High Ridge Park, 
Stamford, Conn. 06905.
Fourteen new members have been appointed to one-year terms on the Financial 
Accounting Standards Advisory Council, effective January 1. Twenty-seven 
members were reappointed for additional one-year terms, including Paul Kolton, 
council chairman. The council consults with the FASB on major policy, project 
priority and other technical matters, including task force selection.
The two practitioners among the new members are Rholan E. Larson, 
managing partner, Larson, Allen, Weishair & Co. and B. Z. Lee, managing partner, 
Seidman & Seidman. AICPA President Philip B. Chenok was also appointed. The 
remainder of the “freshman” members consists of five representatives from 
business and industry, four from banking and finance, and two from associations 
in the accounting and financial management area.
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Two Members 
Expelled; Two 
Admonished
Under the Institute’s bylaws, a member who has been convicted of a felony 
defined as such by the convicting jurisdiction shall have his membership in the 
Institute terminated without a hearing.
□  On January 14, 1981, Robert M. Meath of Spokane, Washington, was notified 
that his Institute membership was terminated as the result of his conviction 
in the Spokane County Superior Court upon his plea of guilty to the crime of 
first degree theft.
On December 9, 1980, a hearing panel of the Joint Trial Board Division’s 
Regional Trial Board VIII admonished Cecil Thomas Forbes, Jr. of Norfolk, 
Virginia, and Corlett Winston Burrus, Sr. of Virginia Beach, Virginia, for violat­
ing the auditing standards rule of the Code of Professional Ethics of the Virginia 
Society of CPAs and the AICPA by being materially negligent in the examination 
and the report thereon of a savings and loan association which subsequently 
became insolvent.
The panel directed Mr. Forbes to submit to the Virginia Society ethics 
committee a list of audit and review clients each year for the next two years in 
order that the committee may select one engagement a year for review. Mr. 
Burrus, who had retired from public practice at the time of the hearing, was 
directed to comply with the same conditions of review, if he resumed his prac­
tice in the future.
The members, who were present with counsel at the hearing, did not request 
a review of the decisions and, therefore, they became effective on January 8 ,  1981.
Auditing 
Interpretation 
on Form 10-K 
to be Issued
The Institute’s auditing standards division has approved an auditing interpreta­
tion entitled Letters to Directors Relating to Annual Reports on Form 10-K, which 
will appear in a forthcoming issue of the Journal o f Accountancy.
Annual reports to the Securities and Exchange Commission on Form 10-K 
must now be signed by at least a majority of the board of directors. In reviewing 
the 10-K, directors may seek the involvement of the company’s independent 
auditors. The interpretation gives guidance on what types of reports can be 
furnished to the directors in connection with the 10-K.
The interpretation says that auditors should not express negative assurance 
concerning the compliance of the 10-K with the various SEC rules and regula­
tions. But, auditors may express an opinion to the board concerning compliance 
of the audited financial statements and schedules with the applicable published 
accounting requirements of the SEC.
Also, the interpretation states that auditors could perform specified proce­
dures at the request of the board of directors, and report their findings on 
tables, statistics and other financial information in the 10-K, provided there is a 
clear understanding with the board as to the nature, extent and limitations of 
the procedures to be performed and as to the kind of report to be issued.
CPE Catalog 
Distribution Set
Continuing the past distribution policy, the Institute will soon mail its 1981-82 
CPE Catalog to all practice units and to other individuals requesting a free 
copy — not to all AICPA members. Those who had in the past requested the 
catalog will automatically receive this year’s edition. Free copies may be obtained 
by writing to the Institute’s CPE marketing department.
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AcSEC Actions
SAS on Entity’s 
Continued Existence 
Issued
Accounting 
Standards Board 
for Government 
Proposed
At its meeting last month, the Institute’s accounting standards executive com­
mittee took the following actions:
□  Reviewed the changes made in the accounting section of the proposed 
revised guide on personal financial statements, which will be sent to the 
FASB before exposure.
□  Approved three issues papers to be sent to the FASB — accounting and 
reporting by defined contribution pension plans, accounting and reporting by 
health and welfare plans, and certain issues that affect accounting for 
minority interest in consolidated financial statements.
□  Approved three letters of comment to be sent to the FASB — accounting for 
exploratory wells in progress at the end of the period, disclosure of obliga­
tions, and criteria for applying the equity method of accounting for invest­
ments in common stock.
The Institute’s auditing standards board has issued a statement on auditing 
standards entitled The Auditor’s Considerations When a Question Arises About 
an Entity’s Continued Existence. Essentially the same as the draft exposed last 
spring, SAS no. 34 provides guidance regarding the auditor’s considerations 
when information comes to his attention that raises a question about an entity’s 
ability to continue in existence.
The statement describes types of information that may raise a question 
about an entity’s ability to continue in existence and factors that may mitigate 
such information, including management’s plans and prospective data. If a 
substantial doubt remains about the entity’s continued existence, the auditor 
should consider the recoverability and classification of recorded assets and the 
amounts and classification of liabilities. An example of a report qualified for 
an uncertainty concerning the assets and liabilities is included.
Copies will be available shortly from the AICPA order department.
A new structure for establishing standards for accounting and reporting by 
governmental units that is independent of, but supported by, a broad range of 
organizations has been proposed in a draft report issued by the organizing 
committee for a governmental accounting standards board (GASB).
The proposals include the following:
□  A full-time, five-member board to be headquartered in Washington. Board 
members would be fully compensated, with no ties to a previous employer. 
Terms would be for five years, with one renewal permitted.
□  A governmental accounting standards advisory council (GASAC) to advise 
the GASB on policies, agenda matters, emerging issues and priorities.
□  A governmental accounting foundation (GAF) to appoint board and advisory 
council members, raise operating funds for the two groups, approve their 
budgets and “exercise oversight of the standard-setting structure.” The 
foundation would be sponsored by “key organizations whose constituents 
have a direct interest in sound governmental accounting standards.”
In announcing publication of the draft report, Robert K. Mautz, the GASB 
organization committee chairman, said that the committee is seeking written 
comments on the proposals by April 24 and that a public hearing has been 
scheduled for oral comments at the Philadelphia Sheraton Hotel, Philadelphia, 
on May 4-5. He also noted that “at this juncture, none of the groups represented 
on the committee has committed itself beyond publication of the draft report 
for discussion purposes.”
For copies of the 50-page report, or other information, contact Ronald Points, 
associate director, U.S. General Accounting Office, Room 6114, 441 G Street, 
N.W., Washington, D.C. 20548; telephone 202/275-6222.
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AICPA Conferences 
Scheduled
Ethics Reminder 
on Tax Shelter 
Commissions
Computer Services — The Seventeenth Annual Computer Services Conference is 
set for May 18-21 at the Sheraton-Twin Towers Hotel in Orlando, Florida. It 
will focus on practical sessions on computer-based business sessions.
As in the past, there will be five different tracks designed to allow regis­
trants to choose a specific study path. The tracks include sessions in the 
following areas: basic computer audit, advanced computer audit, basic EDP 
users, experienced EDP users and general topics in EDP. The keynote speaker is 
Dick Brandon, a noted authority on contract negotiations and the legal aspect 
of computer use.
Registration fee is $325. For further information, contact the AICPA 
meetings department.
MAS Training — The National MAS Training Program will include three intensive 
one-week programs for practitioners wishing to expand and refine their MAS 
skills. Sponsored jointly by the University of Texas and the Institute’s CPE 
division and held at the University’s Austin campus, the program focuses on the 
following topics:
□  Development o f Consulting Skills on June 14-19 is designed for practitioners 
with less than two years’ experience in MAS. Topics include engagement 
planning, scheduling, conduct and documentation and systems design and 
implementation.
□  Business Planning and Control Systems on June 21-26 will train MAS 
practitioners with two to three years’ experience. Topics include organiza­
tional structure, profit planning and control concepts, and report purposes 
and concepts.
□  Conducting EDP Feasibility Studies for  Small Business on June 21-26 is aimed 
at practitioners whose EDP knowledge has been gained in an informal 
manner. Topics covered include contract negotiation, analysis and selection 
of vendors, and marketing small business systems consulting services. 
Registration is $700 per program. Contact Cathy Justin at the AICPA.
Single Audit Concept — A National Conference on the Single Audit Concept and 
Other Current Developments Relating to Audits of Federally Assisted Programs 
is scheduled for May 18-20 at the Twin Bridges Marriott Hotel in Washington, 
D.C. Designed for both CPA practitioners and governmental officials, the program 
will include lectures and panel discussions on the issues associated with con­
tracting for and performing financial and compliance audits.
Topics include proposal preparation, progress report on implementation 
of the single audit concept, revision to the GAO’s standards for audits, auditor 
responsibilities for detecting and reporting fraud, and the AICPA ethics 
division’s activities in this area. Senator James R. Sasser (D-Tenn.) will be a 
luncheon speaker. A brochure will be mailed in March.
For information, contact the AICPA meetings department.
Some promoters of tax shelter investments have offered AICPA members a 
commission for recommending their program to clients. Such a commission, says 
the independence-behavioral standards subcommittee, violates Rule 503 of the 
AICPA’s Code of Professional Ethics. This rule prohibits a member from 
accepting a commission for referral to a client of products or services of others. 
As noted in Ethics Ruling no. 167 under Section 591, the rule would apply even 
if the client knew of, or consented to, the commission arrangement. A member is 
expected to retain his professional objectivity in all services rendered. So, any 
fee for investigating or evaluating the tax shelter by the accountant for his 
client should be billed to the client.
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March 1 Deadline 
on Retroactive S.S. 
Benefit Filing
Last fall, the Social Security Act was amended to provide that income attributable 
to services rendered after entitlement would be included in gross earnings for 
the purposes of the earnings limitation. PL 96-473 provides retroactive relief for 
those who filed for benefits but had them withheld due to an unintended 
consequence of the Social Security Act amendments of 1977. Certain individuals, 
aware that these amendments would result in a total or near total withholding 
of such benefits, did not file a benefit application.
These individuals must personally file a retroactive benefit application with 
their Social Security office before March 1, 1981 (a postmarked letter is 
insufficient). The law will allow a post-dating to February 28, 1980, thereby 
entitling the individual to a maximum of 12 months in retroactive benefits. This 
maximum 12-month benefit assumes the individual is at least 65 on 
February 28, 1980.
Those waiting until after February 28, 1981, to file will be entitled to a 
maximum of six months in retroactive benefits because of a provision in 
PL 96-499, the Omnibus Reconciliation Act of 1980. Those who previously filed 
had their benefits reduced but then restored by PL 96-473 should contact their 
Social Security office to begin processing for restoration.
Codification of Statements on Auditing Standards Nos. 1-33 — This volume 
codifies all statements on auditing standards in effect as of January 1, 1981. 
Auditing interpretations and other reference materials are also included. Price is 
$10; $8 to members.
Statements of Position of the Accounting Standards Division as of January 1, 
1981 — This practical reference contains all 32 statements of position in effect as 
of that date. Price is $7.50; $6 to members.
The 2-volume package (SASs and SOPs) is $13.50; $10.80 to members.
Tax Planning Tips from The Tax Adviser — 1981 — This guide presents leading 
practitioners’ experiences on more than 300 tax situations encountered in 
practice. Price is $16.50; $13.20 to members.
All publications are available from the AICPA order department.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards — The accounting standards executive committee has scheduled an 
open meeting to be held on March 18-20 in the AICPA boardroom in New York. Sessions will start 
at 8:30 a.m. The agenda, which has not yet been set, will be reported by the meetings telephone 
information service after March 1.
Auditing Standards — The auditing standards board of the AICPA will hold an open meeting 
on March 10-11 in the AICPA boardroom in New York from 8:30 a.m.-5:00 p.m. each day.
The agenda is as follows:
March 10 - a.m. □  Review of Existing Auditing Standards. (Discussion of preliminary draft.) 
March 10 - p.m. □  Auditor’s Reports. (Report of task force.)
March 11 - a.m. □  Audits of Federally Assisted Programs. (Report of task force.)
□  Single-Auditor Approach. (Discussion of preliminary draft.)
March 11 - p.m. □  Sampling in Auditing. (Consider draft for publication.)
Changes from this notice will be reported by the meetings telephone information service.
The number is 212/575-5694.
Recent AICPA 
Publications
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Washington Briefs Bill Proposed to B lock Bank Interest Ruling — Legislative proposals have been
introduced to block implementation of Rev. Proc. 80-55, issued in December (see 
January 26 Letter), that disallows deductions for interest paid by financial 
institutions on certain time deposits of state funds secured by tax-exempt securi­
ties. At the time the senate version (S 321) was introduced, 35 senators wrote to 
Treasury Secretary Regan urging the immediate withdrawal of the ruling as an 
alternative to legislative action.
IRS Exemption from  Freeze — By executive memorandum, President Reagan has 
exempted Internal Revenue Service regulations from the 60-day freeze he 
placed on federal regulations. The reason given for the general freeze is to permit 
a review of pending guidelines to see if they would “increase rather than relieve 
the current burden of restrictive regulation.”
Capital Formation Bill Introduced — The Omnibus Small Business Capital 
Formation Act (S 360) wraps together many proposals made during the last 
Congress but never approved. In addition to building capital, the bill would 
revise estate tax laws, ease income taxes on employee stock options and simplify 
inventory accounting procedures. Its capital cost recovery proposal calls for a 
5-3 writedown classification for small businesses, rather than the 10-5-3 
accelerated depreciation scheme in the Capital Cost Recovery Act (HR 1053) 
recently reintroduced in the House by Representatives James Jones (D-Okla.) and 
Barber Conable (R-N.Y.).
New Proposals on Foreign Bribes — The IRS recently proposed rules to elimi­
nate certain tax deferral benefits of controlled foreign corporations and Domestic 
International Sales Corporations (DISCs) that pay bribes or participate in 
certain international boycotts. The proposal provides that a foreign corporation 
cannot decrease earnings or profits or increase a deficit in earnings and profits 
by the amount of an illegal payment.
Clarifying Workers’ Status — Senate Finance Committee Chairman Robert Dole 
(R-Kan.) recently introduced legislation (S 8) which would set five “safe harbor” 
tests by which workers would qualify as independent contractors or, alter­
natively, would allow a worker failing to meet these requirements still to assert 
independent contractor status under common law. The bill is essentially the 
same as the one introduced in the 96th Congress, except for the new provision on 
asserting common law to maintain independent contractor status.
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At its meeting held on February 26-27, the AICPA board of directors took the
following actions:
□  Deferred action on a request by the federal tax division for authority to 
interpret general standards under Rule 201 of the Institute’s Code of Profes­
sional Ethics.
□  Concurred with a proposal of the professional ethics division for exposure 
of a modification to Interpretation 502-4 on self-designation as expert
or specialist. It would permit members to hold themselves out as special­
ists if they met the guidelines set forth in the proposed modification.
□  Received the report of the subcommittee on special examination for foreign- 
licensed accountants and decided to take no action on the report.
□  Put over to the May meeting of the board the matter of financial assistance to 
the American Assembly of Collegiate Schools of Business (AACSB) program 
of accreditation of accounting programs.
□  Developed for recommendation to Council a restatement of the policy for 
reimbursement of expenses of members attending committee meetings. It 
would remove financial need as a qualifying factor.
□  Received a report on the implementation of the recommendations of the 
committee on small and medium sized firms, which appears as a supplement 
to this issue of the Letter.
The Institute’s auditing standards division has approved an auditing interpre­
tation entitled Planning Considerations for an Audit o f  a Federally Assisted  
Program. The text will appear in the April issue of the Journal o f  Accountancy 
and copies of the interpretation will also be available shortly from the AICPA 
order department.
The interpretation deals with the particular matters the auditor should 
consider in planning the audit of a federally assisted program. An auditor, 
according to SAS no. 22, should obtain knowledge of matters relating to the 
entity’s business, its organization and the industry in which it operates, including 
governmental regulations, as they relate to his examination.
The interpretation states that the auditor should be aware of governmental 
standards issued by the General Accounting Office, and that some GAO 
standards extend beyond the AICPA’s generally accepted auditing standards. 
These include standards in the following areas: working papers and notification 
of parties other than the entity’s management about irregularities and illegal acts.
Other matters of concern in planning these types of audits include the 
following:
□  Determination of the type of engagement to be performed.
□  Identification of the entity.
□  Determination of the nature of the financial data to be audited and the 
appropriate form of reporting.
□  Identification of the parties to whom the auditor has reporting obligations.
□  Consideration of participant eligibility requirements.
-  2 -
SEC Issues 
Interim Financial 
Reporting Rules
The Securities and Exchange Commission recently issued final rules making 
disclosure requirements for interim financial information in quarterly reports and 
in registration statements consistent with those previously adopted for annual 
reporting as part of its integrated disclosure program.
Specifically, the adopted amendments revise Form 10-Q and set out standard 
requirements for management’s discussion and analysis of interim financial 
data under Regulation S-K; authorize a new Article 10 under Regulation S-K 
dealing with form and content of interim financial statements; and deal with 
safe harbor rules for projections under the federal securities laws.
The rules are effective for interim periods subsequent to fiscal years ending 
after December 1 5 , 1980. Therefore, the new rules apply to the Form 10-Q 
report of a calendar-year company for the quarter ending March 3 1 , 1981. For 
further information, contact Lawrence Best at the SEC (202/272-2130).
Revised Model 
Accountancy Bill 
Issued
The AICPA Model Accountancy Bill, as approved by the Institute’s board of 
directors (see December 22, 1980, Letter), has been published, and copies may be 
obtained from the AICPA’s state legislation department.
The 1981 Model Bill, the latest in a series of AICPA legislative models 
originating in 1916, contains several new provisions. The bill, if adopted in a 
significant number of jurisdictions, will remove many of the present artificial 
barriers to interstate practice by CPAs. These barriers, notes Barry B. Findley, 
chairman of the state legislation committee, are the differing requirements 
for CPA certification and the temporary practice provisions of the 54 U.S. juris­
dictions’ accountancy statutes. The model bill provides that permits to practice 
can be issued to out-of-state CPAs based on the CPA’s home state certificate.
Definitions of the practice of public accounting, opinions on financial 
statements and the accountant’s report are included in the bill. These terms are 
defined for purposes of the bill and have been drafted in conjunction with 
the Institute’s technical committees.
Also included is a confidential communications section. It provides that 
confidential information obtained in the course of a professional engagement 
shall not be disclosed without the client’s consent except under specified 
circumstances. These are disclosures that may be required by law, legal process, 
the standards of the profession, or in connection with a peer review or an 
ethics investigation.
Provisions of the bill were on the agenda for discussion at the Institute’s 
March 9 national conference on state legislation at the New Orleans Marriott 
Hotel (see January 12 Letter).
SBA to Study 
Installment Sale 
Guarantees
The Small Business Administration is sponsoring a study on the feasibility of its 
providing guarantees for installment sales of businesses. The study’s aim 
is to see if there is a demand for such an SBA program. If demand is significant, 
focus will be shifted to the mechanics and problems in its implementation.
Opinions are being sought on the need for such a program, the economic 
and legal implications, and the pros and cons of this type of guarantee. For 
further information, contact K. Sridharan at the Granville Corporation, 1133 
Fifteenth St., N.W., Suite 1100, Washington, D.C. 20005.
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PROGRESS REPORT ON IMPLEMENTATION OF RECOMMENDATIONS OF 
TH E SPECIAL COMMITTEE ON SMALL AND MEDIUM SIZED FIRMS
At its December meeting, the AICPA’s board of directors adopted an overall implementation program for 
the recommendations of the special committee on small and medium sized firms. The proposals were 
included in a committee report presented to the 1980 annual meeting last October. The committee, chaired 
by Samuel A. Derieux, was formed about two years ago to develop programs to help small and medium 
sized firms compete more effectively in today’s professional environment.
The committee’s recommendations (see October 20, 1980, Letter) were reviewed by the AICPA’s senior 
staff and a panel consisting of Chairman William Kanaga, AICPA President Philip Chenok, Immediate 
Past Chairman William Gregory and Mr. Derieux. An action plan was then submitted to the board of 
directors. The following is an interim report on what is being done to implement the Derieux committee’s 
recommendations.
Special Assistance for Members
In response to some sentiment that the interests of smaller firms are not always considered by the 
AICPA, a high-level staff post was proposed as a contact point for members’ concerns. Discussions are 
underway as to the duties and responsibilities to be assumed.
Technical Standards
Conscious that practitioners can aid the standard setting process by commenting on exposure drafts of 
proposed pronouncements, the committee suggested that participation would be stimulated by including 
a concise summary of the proposal and a self-mailer response. AICPA’s technical groups are implementing 
this procedure.
Accounting Standards
A special committee will be impaneled to study the concern that some existing measurement standards 
are not justified when applied to smaller companies. The committee will consider alternate means of 
providing relief from standards that are not cost effective for small business.
In collaboration with the private companies practice section (Division for Firms), the accounting 
standards executive committee (AcSEC) has scheduled these projects for immediate attention:
• Evaluate the status of existing attempts to differentiate disclosure requirements for companies of 
varying sizes or characteristics.
• Study procedures: for PCPS to communicate its views to the FASB when it disagrees with an AcSEC 
view or envisions some negative impact of a proposed pronouncement on small firms.
The two sections of the Division for Firms are considering proposals for notifying peer reviewers if 
information suggests a firm’s inability to adhere to standards.
Additionally, both the PCPS and SEC sections are reviewing the suggestion that greater emphasis be 
given to the fact that quality control policies and procedures be geared to size of the firm. Underlying this 
is the view that policies for large firms should not be arbitrarily thrust upon small firms.
Committee Membership
A special committee has been established to alert members to opportunities for committee service.
Its function is to recommend new procedures for identifying qualified members and locating those willing 
to serve.
The planning and finance committee has approved a proposal that the policy on reimbursement of 
committee members for travel expenses be recast to deemphasize financial need as a qualifying factor. The 
revised policy will be presented to the spring council meeting for action.
Member Services
Toll-free telephone service linking members to certain AICPA services is being implemented. Initial 
application will be to technical information services and the library.
Proposal and Solicitation Practices
The MAP committee is developing guidelines for prospective clients to compare engagement 
proposals. At the same time, the MAP committee is drafting a model contract for consultant engagements.
Many members have indicated their belief that the 1979 vote eliminating the ban against direct, 
uninvited solicitation of clients was based on a misunderstanding. To remove any doubt as to legal status, 
the committee recommended that outside counsel be engaged to advise on the impact of anti-trust laws 
on such a rule.
A special committee to study the solicitation issue has been appointed in response to a resolution 
adopted at the 1980 AICPA annual meeting in Boston, and legal counsel has been engaged. The committee 
plans to issue its report prior to the AICPA annual meeting in 1981.
Two recommendations involving ethics are being studied by the professional ethics division.
One would list solicitation or advertising practices identified as misleading, under the division’s interpre­
tations of false, misleading or deceptive acts. Another deals with below-cost fees and their effect on 
independence.
Section 543 of SAS no. 1 is alleged to have resulted in discrimination against small firms by larger 
auditing firms. In view of that, the Derieux committee suggests that procedures be developed so that 
a principal auditor could rely upon the auditors of segments without either direct reference to that reliance 
or costly additional work. The auditing standards board has this recommendation under consideration.
Education
Three proposals are before the education executive committee, all of which affect small firm relation­
ships with educators. The proposals call for encouraging state societies to sponsor Local Practitioner 
Days at colleges; searching for ways to involve faculty in part-time assignments with local firms, and help­
ing smaller firms find more conclusive ways to make educators understand their needs and what 
opportunities they hold out to graduates.
At least three proposals touch on continuing professional education. It was decided that the AICPA’s 
videotaping facilities lend themselves ideally to preparing short training sessions on new standards, 
courses thought especially useful to smaller firms. AICPA has already produced one 25-minute videotape on 
new standards (CPA Video Journal #10: FASB 34—Capitalization of Interest Costs; FASB 35-36—
Pensions; Accounting Guide for Construction Contractors and SAS 30—Internal Accounting Control). With 
accompanying instruction, it qualifies for CPE credit. Additional courses are being developed.
To supplement practice management courses already in the CPE curriculum, two more proposed 
courses are aimed specifically at small firms. They deal with efficient engagement planning and fundamen­
tals of advertising, including how to decide if advertising will benefit a firm. Details will be announced 
in July.
Communications and Public Relations
To give members a greater voice, the committee urged the Journal of Accountancy to publish letters 
to the editor. Starting with the April issue, letters from members will be printed in its Professional 
Notes Department. (Advice from the Editor: Be brief—750 words.)
The committee asked the AICPA to help local practitioners by designing a program to assist potential 
clients to select a CPA objectively. In response, the public relations division is designing a program 
that focuses on the individual CPA, offering activities that can be carried out by the AICPA, state societies 
and CPA firms.
Discriminatory Practices
Discrimination against small firms sometimes appears in loan agreements in the form of stipulations 
that financial statements be examined by firms of a particular size or with a “national” reputation.
The committee proposes that the AICPA take action to discourage this practice. As a preliminary step, the 
membership has been asked in The CPA Letter to notify the AICPA of specific examples of size 
discrimination. Following evaluation of the responses, the board of directors will determine appropriate 
action.
The board of directors also is considering the role of audit committees in the selection of auditors 
by the company’s board or shareholders.
Conclusion
When submitted at the 1980 Annual Meeting, the report was warmly received. “Its implementation,” 
says AICPA President Chenok, “is our first priority.” Implementation of these recommendations is 
expected to exert a long-range impact that will enable smaller firms to compete more effectively in offering 
quality accounting services.
Progress has already been made and the bulk of the recommendations are expected to find their way 
into the core of professional procedures in the next year or two.
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Government 
Accounting 
Standards Board 
Stirs Comment
FASB Issues Memo 
on Postemployment 
Benefits
Candidates Being 
Sought for AICPA 
Gold Medals
Recent AICPA 
Publications
AICPA President Chenok recently mailed letters to various interested parties 
enclosing the draft report of the Governmental Accounting Standards Board 
Organization Committee (see February 23 Letter). The report recommends 
establishing a separate board patterned after the Financial Accounting Standards 
Board, its oversight foundation and advisory council to set standards for 
accounting and reporting by governmental units. The GASB would be a full-time 
independent body supported by funds to be raised through a separate foun­
dation, two of whose 12 trustees would be named by the AICPA.
The following conditions were cited as a basis for the AICPA board of 
directors’ support of the proposal: true financial and functional independence; 
reasonable prospects that the GASB can improve governmental financial 
reporting; and assurance that matters of jurisdiction and potential conflicts in 
standards between the GASB and the FASB can be resolved.
Also, in a recent statement, the Financial Accounting Foundation expressed 
"serious reservations” about the proposal and said it does not endorse the 
approach. Russell E. Palmer, FAF president, said the foundation believes that 
there are other ways to bring about needed improvement in financial reporting 
of governmental units “at less cost and less conflict with the existing FASB 
structure.”
The GASB organization committee is seeking written comments by April 24, 
and a public hearing on the proposal will be held May 4-5 in Philadelphia.
The Financial Accounting Standards Board recently issued a discussion memo­
randum on Employers’ Accounting for Pensions and Other Postemployment 
Benefits as a basis for a public hearing to be held in New York on July 13-15, 1981. 
The memorandum is the first step in the board’s project to review how an 
employer should account for the obligation and costs incurred in connection 
with “postemployment benefits” provided to employees. These benefits include 
various types of pension benefits as well as those provided to employees after 
they retire or otherwise stop working for the employer such as health insurance.
Up to five free copies of the memorandum are available until the expiration 
of the comment period on June 17. Write: Order Department, FASB, High 
Ridge Park, Stamford, Conn. 06905.
The Institute’s awards committee will meet in early May to consider candidates 
for the AICPA Distinguished Service Award—the Gold Medal—and the new 
AICPA Medal of Honor for non-CPAs.
Members are urged to submit names of likely candidates, along with 
background information, to the committee at the AICPA. The awards are to be 
presented at the Institute’s annual meeting next October in Chicago.
The Institute’s minority recruitment and equal opportunity committee recently 
issued its surveys of minority recruitment and placement of accounting graduates 
from the historically black and minority colleges and universities for the 
spring of 1980. A list of 1980 scholarship award winners is also included. Copies 
of the report are available from Sharon Donahue at the AICPA.
A 25-minute videotape describing the AICPA’s National Automated Accounting 
Research System (NAARS) is currently available for presentation by state CPA 
societies. NAARS is a computerized research service which enables accounting 
practitioners to research current financial reporting practices and trends.
For further information, contact Terry Zimmerer at the AICPA.
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Washington Briefs New W hite House Appointees—President Reagan recently announced the
nomination of two more individuals to high-level positions in his administration 
pending senate confirmation: John S. R. Shad, vice chairman of E. F. Hutton 
& Co., to be chairman of the Securities and Exchange Commission; and 
M. Michael Cardenas, CPA, partner, Fox & Company, Fresno, California, to head 
the Small Business Administration.
SEC Abandons RRA—The SEC recently abandoned its attempt to impose an 
accounting method called reserve recognition accounting on the oil and gas 
industry and returned jurisdiction on the issue to the Financial Accounting 
Standards Board. The FASB is expected to place a project on its agenda to 
develop disclosure rules for the industry. A meeting on March 4 dealt with oil 
and gas accounting.
Helping Improve IRS Forms—The Institute’s Washington office has a form 
available designed by the AICPA’s tax forms subcommittee to recommend 
improvements in IRS forms and instructions. Return preparers are urged to 
make suggestions on the form while working on the returns. Copies of the form 
are available from Janice Johnson at the AICPA (202/872-8190).
Filing Extension Clarified—The automatic two-month extension until June 15, 
1981, for individual taxpayers to file their income tax returns if they claim an 
overpayment of windfall profits tax on that return does not extend the time 
for paying their 1980 tax liability, according to IRS News Release IR-18-21. 
Clarifying an earlier release, the IRS said that interest, at the current rate 
of 12 percent annually, will be charged until the tax is paid for any unpaid 
balance after April 15.
New Installment Sales Form—A new form for taxpayers to use in reporting 
income from installment sales under the Installment Sales Revision Act of 1980 
is now available, according to IRS release IR-81-20. The form, Form 6252, 
Computation of Installment Sale Income, is to be used by taxpayers using the 
installment method to report income from sales of real property or casual 
sales of personal property.
SEC Backed on Fraud Proof—The Supreme Court has upheld an SEC standard on 
proving fraud in disciplinary actions. The Court, in Steadman v. SEC, said that 
the commission need prove only a “preponderance” of evidence, rather than 
meet the more stringent standard of “clear and convincing evidence.”
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The Institute’s auditing standards board will shortly issue the following new 
statements on auditing standards:
□  SAS no. 35, Reports Relating to the Results o f  Applying Agreed-Upon 
Procedures to Specified Elements, Accounts, or Items o f  a Financial State­
ment, amends SAS no. 14, Special Reports. The statement permits an 
accountant’s report to be accompanied by an entity’s financial statements and 
amends the language of the sample reports. Illustrations of the types of 
reports that might be issued when an engagement is limited to applying 
agreed-upon procedures to one or more specified elements, accounts, or 
items of a financial statement are included.
□  SAS no. 36, Review  o f Interim Financial Information, supersedes SAS no. 24. 
The changes are in response to the SEC’s revisions to Regulation S-K and 
deal with the effects on the auditor’s report when interim financial 
information accompanies audited financial statements. The guidelines in 
SAS no. 24 on the accountant’s procedures for a review of interim financial 
information and the form of the accountant’s review report are unchanged.
□  SAS no. 37, Filings Under Federal Securities Statutes, supersedes SAS no. 1, 
section 710. The statement provides guidance on the accountant’s con­
siderations when his report, based on a review of interim financial informa­
tion, is presented or incorporated by reference in a filing under the 
Securities Act of 1933.
□  SAS no. 38, Letters for  Underwriters, supersedes SAS no. 1, section 630.
The changes are in response to SEC revisions of reporting requirements and 
changes in professional standards relating primarily to reviews of interim 
financial information.
Copies of the SASs will be available early next month from the AICPA order 
department. Price is $1.35 each.
The Institute’s MAS division has exposed a draft of the first in a new series of 
statements on standards for management advisory services that will be 
enforceable under the AICPA Rules of Conduct, The proposed statement defines 
MAS as “the management consulting function of providing advice and technical 
assistance where the primary purpose is to help the client improve the use 
of its capabilities and resources to achieve its objectives.”
In the draft, management advisory services are categorized as either MAS 
engagements, which involve the application of an analytical approach and 
process in a study or project; or MAS consultations, which is the term used for 
services previously performed under the name MAS “informal advice.”
The proposed statement identifies nine fundamental standards for MAS 
practice that would be applicable to both MAS engagements and consultations. 
However, future statements may consider applying the standards to those 
MAS categories separately when professional practice requirements differ.
Copies of the draft are being sent to all practice units. A limited number of 
copies may be obtained free from the AICPA order department.
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FASB Issues 
Statement on 
Franchise Fees...
The Financial Accounting Standards Board recently issued FAS no. 45 adopting 
the accounting standards in the AICPA industry accounting guide, Accounting 
for Franchise Fee Revenue, and establishing accounting and reporting standards 
for franchisors.
It requires that franchise fee revenue from individual and area franchise 
sales be recognized only when all material services or conditions related to the 
sale have been substantially performed or satisfied by the franchisor. FAS 
no. 45 establishes accounting standards for continuing franchise fees, continuing 
product sales, agency sales, repossessed franchises, franchising costs, com­
mingled revenue, and relationships between a franchisor and a franchisee.
The statement, Accounting for Franchise Fee Revenue, will be effective 
for fiscal years beginning after June 15, 1981. Contact Order Department, FASB, 
High Ridge Park, Stamford, Conn. 06905, for copies and prices.
...And Will 
Develop Disclosure 
System for Oil and 
Gas Producers
As expected, the Financial Accounting Standards Board, at a meeting earlier this 
month, agreed to begin developing a simplified system of financial disclosures 
for oil and gas producing companies. The board’s action followed a decision 
last month (see March 9 Letter) by the Securities and Exchange Commission to 
abandon its effort to impose reserve recognition accounting in the primary 
financial statements. The commission announced that disclosures, which have 
evolved through SEC and FASB rulings, have become “unnecessarily vol­
uminous, complex and disjointed.” It will, therefore, “support an undertaking 
by the FASB to develop a comprehensive package of disclosures” in this area.
According to John Greeley, FASB project manager, the board’s project will 
encompass all aspects of financial disclosure by oil and gas producing com­
panies, except the basic accounting method used in the primary financial state­
ments. James R. Wallace, assistant accounting manager of Conoco, Inc., 
will work with the FASB staff as a full-time consultant on the project.
The federal income tax should be linked to a single, readily accepted index, such 
as the Consumer Price Index, that can be consistently used to measure infla­
tionary pressures and changes in the purchasing power of the consumer dollar, 
according to a recent AICPA proposal.
The proposal, Statement of Tax Policy no. 9, Implementing Indexation 
of the Tax Laws, is designed to lessen the effects of tax increases resulting from 
inflation and is being distributed to the accounting profession, Congress and 
the Administration. Key areas of the tax code that would be indexed under 
the proposal include individual and corporate tax brackets and fixed-dollar 
allowances; the basis of assets for calculating depreciation and gains or 
losses on the sale of assets; and estate and gift tax brackets and fixed-dollar 
allowances such as deductions and credits.
A bill to link individual tax brackets and the personal exemption to the CPI 
for the effects of inflation was introduced earlier this year by Senator Robert 
Dole (R-Kans.), chairman of the Senate finance committee (see Feb. 9 Letter).
Copies of the proposal will be available shortly from the AICPA order 
department. Price is $5; $4 to AICPA members.
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Interpretations 
Approved on 
Insurers’ Loss 
Reserves
The Institute’s auditing standards division has approved two auditing inter­
pretations on auditors’ special reports on loss reserves of property and liability 
insurance companies. The texts will appear in a forthcoming issue of the 
Journal of Accountancy and free copies may be obtained from the division.
At least seven states have adopted regulations making reports by a “qualified 
loss reserves specialist” a mandatory or optional addendum to the 1980 annual 
statement of property and liability insurance companies filed with the state 
insurance department.
The first interpretation provides an example of the auditor’s special report 
when he has audited the financial statements and has been requested by the 
client to report on the liabilities for unpaid losses and loss adjustment expenses. 
The interpretation also shows an example of the schedule of reserves and 
related disclosures to accompany the special report. The second interpretation 
describes the auditor’s responsibilities to refer in the special report to 
accounting changes affecting the loss reserves.
The Department of Energy’s mandatory petroleum price regulations (section 
212.78 (h)) require that within 120 days after fiscal years ending on or before 
December 31, 1980, oil and gas producers filing monthly tertiary incentive 
reports and monthly project reports must also submit a negative assurance report 
from their independent accountant on the accuracy of those filings. The 
Institute’s oil and gas committee urges auditors who are requested to provide 
such reports to be guided by paragraphs 18-19 of SAS no. 14, Special Reports. 
They illustrate a compliance report related to audited financial statements.
Oil and Gas 
Accounting 
Conference Set
The AICPA, in cooperation with the Professional Development Institute of 
North Texas State University and the Council of Petroleum Accountants 
Societies, has slated three sessions of a two-week staff training program of the 
National Oil and Gas Accounting School. The dates are May 4-15, August 
3-14, and November 2-13 at the campus in Denton. Enrollment is limited.
The program is designed for accounting and financial personnel having little 
practical experience. Topics include an introduction to an oil company’s 
functional activities, contracts and leases, joint interest operations, revenue 
accounting and the windfall profit tax. Tuition is $1,150. For information, contact 
Kathy Belcher, P.D.I., P.O. Box 13288, Denton, Texas 76201.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services — The accounting and review services committee will hold an open 
meeting on April 23 (9:00 a.m.-5:00 p.m.) and April 24 (8:00 a.m. to 1:00 p.m.) at the AMFAC Hotel 
and Resort in Dallas.
Auditing Standards — The auditing standards board will hold an open meeting in Fort Lauderdale, Florida, 
on April 21-22 at the Marriott Hotel and Marina. Time schedule to be set.
The agenda for these meetings will be reported by the meetings telephone information service.
Quality Control — An open session of the quality control standards committee’s meeting on April 21 
will be held at the Hyatt Regency Hotel, Atlanta, starting at 11:00 a.m.
Agenda topic: Discussion of preliminary draft of proposed Statement on Quality Control Standards no. 2, 
Documentation of Requirements for a Firm's Compliance with Its System of Quality Control.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
Reminder on DOE 
Reports for Oil and 
Gas Producers
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Washington Briefs Municipal Accounting Bill Reintroduced — Legislation which would establish, for 
the first time, uniform accounting standards in the financial reports of state 
and local governments has been reintroduced by Senator Harrison Williams 
(D-N.J.). The bill, S 610, is identical to the bill introduced by Senator Williams in 
mid-1979 (see May 28, 1979, Letter). Williams is the ranking minority member 
of the Senate banking committee, to which the bill has been referred.
Bow sher Endorsed for  GAO — The Institute’s board of directors recently 
endorsed Charles A. Bowsher, CPA, managing partner of Arthur Andersen & 
Co.’s government services industry program in Washington, D.C., for the 
position of Comptroller General, following Elmer B. Staats’ retirement. A con­
gressional nominating committee will submit a list of potential candidates 
for President Reagan’s consideration.
Ease FCPA Penalties, says Report — The Foreign Corrupt Practices Act should be 
amended to eliminate penalties for all but the most flagrant violations of the 
law’s accounting provisions, according to a recent GAO survey of some 
185 major companies. The report also urges repeal of the criminal penalties for 
violation of the act’s accounting standards. Congress, it adds, might then consider 
establishing criminal penalties for the most flagrant abuses. Copies of the 
report, Impact o f  Foreign Corrupt Practices Act on U.S. Business, may be 
obtained by contacting the GAO at 202/275-6241 and requesting document 
AFMD-81-34.
Proposed Thor Power Modification — Legislation aimed at modifying the Thor 
Power tax rulings were introduced recently by Senator Daniel Moynihan 
(D-N.Y.). The bill, S 578, would allow any company that can demonstrate that a 
portion of its inventory will eventually be sold below cost to write down that 
portion to its net realizable value. The bill would also repeal the LIFO conformity 
requirement and give companies 10 years to spread out any profits resulting 
from a change from FIFO to LIFO accounting.
Possible Schedule C Penalty — Taxpayers may be penalized for not filing a 
separate Schedule C (Form 1040) for each trade or business as required by 
existing instructions, according to a recent IRS news release. Rev. Rul. 81-90, 
which further explains the filing requirement, was published in the Internal 
Revenue Bulletin no. 1981-10, dated March 9.
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on Revenue 
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“The current auditor’s standard report could not be improved enough to warrant 
the cost of change” concluded the Institute’s auditing standards board at its 
meeting last month. The decision ended a three-and-a-half year effort to revise 
the report to clarify management and auditor responsibilities for financial 
statements.
In assessing the board’s project, D. R. Carmichael, Institute vice president- 
auditing, said: “Although each of the proposed changes considered had merit 
for some people, the total effect of the changes was apparently not seen as an 
improvement.” The revisions had been recommended in 1978 by the Independent 
Commission on Auditor’s Responsibilities. But, despite that mandate, “there 
seems to be substantial feeling in the accounting profession that the current 
report has served users well,” added Carmichael.
The board will now study new approaches in this area, beginning with a 
brochure on the meaning and significance of the auditor’s report, which will be 
issued later this year. Another initiative will be to encourage management 
reports to be issued with annual financial statements.
In other actions at the board’s meeting, the ASB agreed to ballot on 
issuance of a final SAS on Audit Sampling. The statement would provide for 
both statistical and nonstatistical sampling and be substantially the same as the 
draft which had been exposed late last year.
The Institute’s auditing standards board has approved for issuance an exposure 
draft of a proposed statement on auditing standards entitled W orking Papers, 
that would supersede SAS no. 1, section 338. It makes clear that working papers 
are required for audits of financial statements or other engagements to which 
any generally accepted auditing standards apply.
The exposure draft includes a summary of the proposal’s key elements.
The draft states that the auditor should prepare and maintain working papers, 
the form and content of which should be designed to meet the circumstances of 
a particular engagement. The data in working papers constitute the principal 
record of the work that the auditor has done and the conclusions reached.
Comments will be due 120 days after issuance. A limited number of free 
copies of the draft will be available shortly from the AICPA order department.
The international accounting standards committee recently issued an exposure 
draft of a proposed standard entitled Revenue Recognition. Exposure Draft 20 
deals with the bases for recognition of revenue in the income statements of 
enterprises. It focuses on recognizing revenue arising in the course of an 
enterprise’s ordinary activities — such as the sale of goods, the rendering of 
services and the holding of assets.
Comments are due by September 30, 1981, and should be directed to Paul 
Rosenfield at the AICPA. Single copies of the draft may be obtained without 
charge from the AICPA order department.
FASB Issues Two 
Statements & 
Interpretation
The Financial Accounting Standards Board recently issued the following:
□  FAS no. 46, Financial Reporting and Changing Prices: Motion Picture Films, 
supplements FAS no. 33 to provide flexibility in measuring inflation’s effects 
on the costs of motion picture films. The statement requires enterprises 
presenting information on a current cost basis to combine measures of such 
films and related expenses at either historical cost/constant dollar amounts 
or at current cost amounts with current cost measures of other assets
or expenses.
□  FAS no. 47, Disclosure of Long-Term Obligations, requires that an enterprise 
disclose its commitments under unconditional purchase obligations that are 
associated with suppliers’ financing arrangements. Such obligations often 
are in the form of take-or-pay contracts and throughput contracts. The 
statement also requires disclosure of future payments on long-term borrow­
ings and redeemable stock.
□  Interpretation no. 34, Disclosure of Indirect Guarantees of Indebtedness of 
Others, clarifies that the disclosures of guarantees of indebtedness of others 
required by FAS no. 5, Accounting for Contingencies, are also required of 
indirect guarantees.
For further information, contact Order Department, FASB, High Ridge
Park, Stamford, Conn. 06905.
New Relationship 
Proposed for 
International Groups
A formal relationship between the International Accounting Standards Com­
mittee (IASC) and the International Federation of Accountants (IFAC), has been 
proposed by a Joint Working Party which has been studying the two groups’ 
relationship since 1978. Hans Burggraaff, IASC chairman, and Gordon Cowperth­
waite, IFAC president, issued a statement on the agreement reached by the 
Joint Working Party last month. The statement recommends “a series of mutual 
commitments that will permanently create a relationship that recognizes they 
are both parts of the internationally organized accountancy profession.”
The recommendations will be formally considered by the IASC board in 
June and by the IFAC in May. If approved, the proposals will be put forward for 
ratification by the member bodies at the International Congress to be held in 
Mexico in October 1982.
Also in the international area, the Institute of Chartered Accountants in Australia 
has announced that it will hold its next National Congress in Canberra on 
March 14-17, 1982. The congress will focus on the developing relationship 
between the profession and the government.
IAA Associate 
Memberships 
Available
Institute members can now qualify for associate memberships in the Inter­
american Accounting Association under recent IAA bylaw changes. Upon 
presentation of an application form and payment of 1981 dues ($100), they will 
receive “ certified associate” certificates. Such certificates entitle associates to 
copies of the IAA newsletter and quarterly technical journal (both in Spanish); 
access to IAA research facilities in Mexico City; drafts of official IAA technical 
opinions; and after 1981, reduced registration fees for IAA conferences.
For further information, contact Howard P. Keefe, chairman, IAA committee, 
at Arthur Andersen & Co., 33 West Monroe Street, Chicago, Ill. 60603.
The CPA Letter (ISSN 009-792X) April 13, 1981. Published semimonthly, except July and August when monthly. Publication
and editorial office: 1211 Avenue of the Americas, New York, N.Y. 10036. Second-class postage paid at New York, N.Y. Copy­
right ©  1981 American Institute of Certified Public Accountants, Inc.
Executive Editor: Roderic A. Parnell Editor: Stephen H. Collins
-  2 -
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REPORT OF THE NOMINATIONS COMMITTEE
To : Members of the 
American Institute of 
Certified Public Accountants
Pursuant to Article VI, Sections 6.1.6 and 3.3 of the bylaws, the following report of the Nominations Committee 
is submitted.
Donald J. Schneeman, Secretary 
New York, N.Y., March 11, 1981
The Nominations Committee hereby nominates the following Officers, Members of the Board of Directors, 
Members of Council-at-Large, elected members of Council and the National Review Board.
For Officers:
(To serve from the 1981 Annual Meeting to the 1982 Annual Meeting or until their successors shall be elected.)
Chairman of the Board:
George D. Anderson, Montana
Vice Chairman of the Board:
Rholan E. Larson, Minnesota
Vice Presidents:
Arthur J. Dixon, New York
Treasurer:
William B. Keast, New York
For Members of the Board of Directors:
(Three years)
Arthur R. Wyatt, Illinois 
Andrew P. Marincovich, California
Sam I. Diamond, Jr., Alabama George E. Tornwall, Jr., Florida
George L. Bernstein, Pennsylvania A. A. Sommer, Jr., Washington, D.C.
For Council Members-at-Large:
(Three years)
Jerrold A. Hunt, California 
Joseph A. Silvoso, Missouri 
Walter S. Holmes, Jr., New York
(One year — to fill vacancies created by nomination of Rholan E. Larson as Vice Chairman and George E. Tornwall, Jr., as 
Vice President):
Thomas G. Iordan, Michigan 
Austin G. Robertson, Jr., Louisiana
John D. Wheeler, Washington 
Robert A. Kleckner, Illinois
A. Marvin Strait, Colorado
For Elected Members of Council:
(T h re e  years)
Alabama—Yuell B. Busey 
Arizona—Don Radakovich 
Edward L. Recker 
California—Reed Cowan
Donald N. Jones 
Kenneth H. Lever 
John E. Masline 
Robert A. Petersen 
Colorado—Robert E. Bergin 
Connecticut—Robert J. Pue 
Illinois—Eugene L. Delves 
Robert C. Fietsam 
John R. Meinert 
David H. Veatch
For Members of the National Review Board:
(Three years)
Harold H. Hensold, Jr., Illinois 
F. Duane Blackley, Utah
John J. van Benten, Indiana
Indiana—Eugene H. Ewen 
Iowa—Clair Galloway 
Kansas—Alvin M. Marcus 
Kentucky—W. Thomas Cooper 
Louisiana—Elmer V. Moore 
Maryland—John E. Kuhn 
Massachusetts—Joseph R. Gilhooly 
Michigan—James A. Dowsley 
Missouri—Charles B. Larson 
New Jersey—Lawrence R. Cinquegrana 
Paul W. Ruopp 
New York—Michael Goldstein 
Ronald S. Hertz 
North Carolina—Herman O. Coleman
Robert L. May, New York 
Willard H. Findling, Texas
Ohio—Mary F. Hall 
Pennsylvania—Robert J. Malone 
Ernest O. Wood 
Rhode Island—Martin I. Dittelman 
Tennessee—William D. Sharp 
Texas—Walter A. Bielstein 
lames E. Jenkins 
Tommie E. Roddy, Jr. 
Washington—J. Dan Schoedel
The Committee will nominate the above Officers, Members of the Board of Directors, Members of Council-at- 
Large and National Review Board members at the Council Meeting on Saturday, October 3, 1981, in Chicago, 
Illinois. No nominations from the floor will be recognized. However, independent nominations may be made by 
any twenty members of Council if filed with the Secretary at least four months prior to the Annual Meeting of 
the Institute which is to be held in Chicago on October 5, 1981.
Pursuant to the bylaws, balloting for directly elected Council members by members in any state where vacancies 
shall arise will occur only if a contest for one or more seats develops as a result of submission of independent 
nominations to the Secretary by any twenty Institute members in the state at least four months prior to October 
3, 1981. In the absence of any contest, all Council nominations will be declared elected by the Secretary and will 
assume office as Members at the Council Meeting on October 3, 1981.
Respectfully submitted:
Nominations Committee
William R. Gregory, Washington, Chairman
George R. Catlett, Illinois
Charles Chazen. California
Benjamin E. Cohen, Connecticut
P. Martin Ellard, Georgia
James P. Luton, Jr., Oklahoma
John B. O’Hara, Pennsylvania
Mr. Catlett chaired the March 2-3 meeting at the request of Mr. Gregory who was absent because of illness.
NOTICE OF AICPA PUBLIC MEETINGS
Auditing Standards — An open meeting of the auditing standards advisory council will be held in Fort 
Lauderdale, Florida, on April 24 from 9:00 a.m. to 4:00 p.m. in the Marriott Hotel. The agenda topics will be
reported by the meetings telephone information service. 
The next meeting of the committee is scheduled for June 5 in New York.
Accounting Standards — The accounting standards executive committee will hold an open meeting on 
April 29-30 at the Bond Court Hotel in Cleveland starting at 8:30 a.m. each day. The agenda follows:
April 29 - a.m.
□  Credit Union Guide. (Consider proposed guide for exposure.)
April 29 - p.m.
□  Credit Union Guide. (Continued from a.m.)
□  Accounting for Installment Lending Activities of Finance Companies. (Consider issues paper.)
April 30 - a.m.
□  Reporting Funds Flows, Liquidity and Financial Flexibility. (Consider letter of comment.)
April 30 - p.m.
□  FASB Progress on Small Business Project. (Consider letter to AICPA board of directors.)
□  Possible New Projects. (Discussion.)
The next scheduled meeting is in New York City on June 9-11.
AICPA Council — The council of the AICPA will hold an open meeting at the Arizona Biltmore Hotel, 
Phoenix, on May 11-13 from 9:00 a.m. to 1:00 p.m. each day. A partial agenda follows:
May 11
□  Designation of committees authorized to issue standards under Ethics Rule 204 to interpret general 
standards under Ethics Rule 201.
□  Receive a report from the president of the International Federation of Accountants.
May 12
□  Consider action on proposed amendments to the AICPA bylaws.
□  Consider revision of council policy on reimbursement of committee members’ expenses.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Two Ethics
Interpretations
Proposed
AICPA Member 
Expelled; Another 
Admonished
MAS Practice Aids 
to be Developed
The Institute’s professional ethics division recently exposed the following 
proposals for comment:
□  Proposed Interpretation 502-4, Self-Designation as Expert or Specialist, 
informs members that, under Rule 502 of the Ethics Code, it is permissible to 
self-designate as an expert or specialist through advertising or other forms 
of solicitation in a manner that is not false, misleading or deceptive. A member 
must be prepared to substantiate the basis for such self-designation by 
presenting “evidence of an appropriate mix of education and experience 
relating to the speciality, based on verifiable facts.”
Compliance by a member with the guidelines set forth in the proposed 
interpretation would demonstrate the appropriate mix of education and 
experience. A member may also demonstrate by other means that such a self­
designation is not false, misleading or deceptive.
□  Proposed Interpretation 501-3, Failure to Follow  Standards and/or Procedures 
or Other Requirements in Governmental Audits, informs members that when 
an engagement is accepted to perform governmental audits of the kinds 
specified in the interpretation and an obligation is undertaken to follow 
specified governmental audit standards or procedures, failure to do so is an 
act discreditable to the profession in violation of Rule 501, unless the report 
discloses the fact that such requirements were not followed and the relevant 
reasons. The division also proposed deleting Ethics Ruling no. 168, Audit 
Guides Issued by Governmental Agencies, when Interpretation 501-3 is 
promulgated.
Comments on both proposals are due by June 12, and should be directed 
to the professional ethics division. Copies are available upon request from the 
division.
Under the Institute’s bylaws, a member who has been convicted of a felony 
defined as such by the convicting jurisdiction shall have his membership in the 
Institute terminated without a hearing.
□  On December 17, 1980, Terry P. Meilleur of New Orleans, Louisiana, was 
notified that his Institute membership was terminated as the result of his 
conviction upon his plea in the Criminal District Court of guilty to the crime 
of felony theft.
On January 27, 1981, a hearing panel of the Joint Trial Board Division’s Regional 
Trial Board XI admonished Howard M. Kalb of Garden City, New York, for 
violating the independence rule of conduct of the AICPA.
The member was charged with expressing an opinion on the financial 
statements of an enterprise in which he had a financial interest in violation of 
Rule 101.
Mr. Kalb, who was present with counsel at the hearing, did not request a 
review of the decision, and it therefore became effective on February 26, 1981.
The Institute’s management advisory services division has begun development 
of a new series of MAS practice aids to provide technical reference materials for 
practitioners on specific MAS subjects. Initial efforts will focus on MAS 
practice in the areas of finance and accounting, operations and EDP.
The division is seeking contributions from practitioners with experience 
in specific practice areas. Practitioners working to develop specific practice 
aids will be cited as authors, with their firm affiliations.
For further information, contact Monroe S. Kuttner at the AICPA.
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Washlngton Briefs Bills to Amend FCPA — Legislation to clarify the recordkeeping and internal 
accounting control provisions of the Foreign Corrupt Practices Act was intro­
duced in both houses of Congress last month. The Senate bill (S 708), introduced 
by Sen. John Chafee (R-R.I.), would include materiality and scienter require­
ments as well, as transferring to the Justice Department all jurisdiction for 
enforcing the antibribery provisions of the FCPA. The House bill (HR 2530), 
introduced by Rep. Matthew Rinaldo (R-N.J.), is substantially the same.
Excessive Exemptions — In TD 7772, the IRS issued temporary regulations that 
allow it to exercise strict control over employees’ withholding exemptions. Under 
the new regulations, the IRS may notify an employer that an employee is not 
entitled to the excessive number of withholding allowances claimed, and may 
specify the exact number it believes is justified. The employer must then with­
hold taxes from the employee based on the figure supplied by the IRS.
New IRS Guidelines on Access to Audit W orkpapers  — In a recent speech, 
Deputy IRS Commissioner William Williams said that the IRS is revising its 
manual guidelines “to make absolutely clear that examiners are not to request 
tax accrual workpapers from the taxpayer or the accountant as a standard 
examination procedure.” Speaking before the Tax Executives Institute, Williams 
added that the target date for issuing the revised IRS instructions is late April.
IRS “Clarifies” Filing Extension — The IRS recently reversed itself and noted 
that individuals claiming an overpayment of windfall profit tax and taking the 
automatic two-month extension until June 15 to file their 1980 tax returns 
will not be assessed a late penalty for their tax liability if the balance is paid by 
June 15. This statement “clarifies” the IRS’s release in February (see March 9 
Letter) in which it said the late penalty would be assessed.
Small Partnership Filings — In Rev. Proc. 81-11, the IRS explained the conditions 
under which partnerships of 10 or fewer individuals will not be penalized for 
failing to file partnership returns. Essentially, the penalty will not be assessed 
so long as each partner fully reports his share of the income, deductions and 
credits of the partnership.
SEC's Friedman Not to Seek Reappointment — Stephen Friedman recently told 
President Reagan that he won’t seek reappointment as SEC commissioner when 
his term expires June 5. Friedman, who was appointed in 1980, said he would 
probably return to private practice.
The CPA Letter
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FASB Likely to 
Change Foreign 
Currency Rule
Oversight Board 
Issues Third 
Annual Report
William R. Gregory 
Dies
The CPA Letter
A Semimonthly News Report Published by the AICPA
At its meeting late last month, the Financial Accounting Standards Board 
concluded that a second exposure draft on foreign currency translation is neces­
sary. The board is expected to expose the second draft later this quarter before 
“final consideration of new standards to replace” Statement no. 8 begins.
Last December, the board held a four-day public hearing on its first exposure 
draft issued last August. According to FASB Chairman Donald J . Kirk, “changes 
being considered after study of the written and oral comments on the first 
exposure draft are of sufficient magnitude to require re-exposure in keeping with 
the board’s rules of procedure.”
In other FASB matters, the board recently began a new series of publications 
which is being distributed with its Status Report. The series, Highlights o f  
Financial Reporting Issues, is aimed at describing the broad implications of 
major FASB projects in nontechnical terms. The first one deals with the board’s 
project on funds flows, liquidity and financial flexibility. A public hearing on 
this project is set for May 11-13 at the New York Sheraton starting at 9 a.m.
For information, contact the FASB, High Ridge Park, Stamford, Conn. 00905.
The Public Oversight Board, which monitors the SEC practice section of the 
AICPA’s division for CPA firms, recently issued its third annual report. The 
report comments on the purpose and structure of the section, as well as the 
board’s activities. It states that the section “has displayed continuing evidence in 
the past year of its commitment to self-regulation and has made substantial 
progress.” Here are some of the board's conclusions.
□  The first three-year cycle during which all member firms are required to 
undergo an initial peer review will be concluded this year, with 330 reviews 
slated for 1981. The board believes that the peer review process “is con­
structive and is achieving its objectives.”
□  The board is considering publishing the names of all firms receiving a 
favorable peer review report in its next annual report.
□  Arrangements have been concluded between the section and the SEC under 
which, beginning this year, the SEC staff will have access to selected peer 
review workpapers prepared by reviewers, in addition to workpapers of the 
board developed in its monitoring process.
Copies of the report have been mailed to all members of the SEC practice 
section. Single copies are available free from the AICPA order department.
William R. Gregory, immediate past chairman of the AICPA’s board of directors, 
died at his home in Tacoma, Washington, on April 12, after a short illness. He 
was senior partner in the firm of Knight, Vale & Gregory. At the time of his 
death, Mr. Gregory was a member of the Institute’s board of directors and chair­
man of both the nominations committee and the special committee on solicitation. 
He also had served in the current year as a trustee of the Financial Accounting 
Foundation.
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Two Conferences 
Aimed at Smaller 
Firms Set
The AICPA’s management of an accounting practice committee will hold its 
first practice management conference for the smaller CPA firms on July 16-17 at 
Chicago’s Hyatt Regency O'Hare. Topics include fees, specialization for small 
firms, partner admission, practice continuity, estate tax planning for smaller 
estates, and staff recruiting and retention. The conference is designed specifically 
for firms with two to four AICPA members. Registration is $185. For further 
information, contact the AICPA meetings department.
The Institute, in cooperation with Southern Methodist University’s Caruth 
Institute of Owner-Managed Business, has scheduled the 1981 National Private 
Companies Management Program for August 9-14 at the university’s campus in 
Dallas. The program is designed to help improve participants’ general business 
advisory skills by relating managerial concepts and controls to growing, owner- 
managed businesses. Lectures and case studies will be included. Registration is 
$700. For further information, contact Cathy Justin at the AICPA.
AICPA Awards 
Additional Doctoral 
Grants
Three doctoral candidates have received grants-in-aid in connection with their 
dissertations in accounting, making a total of six grants amounting to $37,800 for 
the 1980-81 academic year. The recipients are
□  Stephen A. Butler, University of Iowa, $6,000. Topic: Experiments in the 
Application of Decision Aids to Control Bias in the Judgmental Evaluation of 
Audit Samples.
□  Michael D. DeCelles, University of Oklahoma at Norman, $7,200. Topic: A 
Comparison and Analysis of the Gash Flow Predictive Capabilities of 
Historical Cost Accounting, General Price Level Accounting, and Current 
Value Accounting.
□  Ben B. Trotter, University of Oklahoma at Norman, $4,200. Topic: An 
Examination of the Audit Workpaper Review Process to Provide Systematic 
Knowledge as the Basis for Future Improvements.
Advice for 
Hospital Financial 
Managers Issued
A recently released document by the Hospital Financial Management Association 
entitled Supplementary Reporting o f  Hospital Financial Requirements, suggests 
that hospitals include, on an experimental basis, a description of financial 
requirements as supplementary information to their basic financial statements. 
The document states that to be as meaningful as possible, supplementary 
information should include such primary presentations as a statement of revenue 
and financial requirements, a reconciliation of excess (deficiency) of revenues 
over financial requirements to excess (deficiency) of revenues over expenses, 
operating margin requirements, and budgeted information.
The Institute’s subcommittee on health care matters believes that inde­
pendent accountants may be called upon to assist management in preparing, or 
reporting on, such supplementary information. The subcommittee advises 
independent accountants to exercise caution in preparing or reporting on such 
information, as it may be derived from management’s assumptions that may not 
be susceptible to audit.
For more information on this document, contact the Hospital Financial 
Management Association, 1050 17th Street, N.W., Washington, D.C. 20023.
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JOINT ETHICS ENFORCEMENT PROGRAM ACTIVITY 
January 1,1980, through December 31, 1980
In line with the Institute’s policy of reporting on disciplinary matters, the 
AICPA’s professional ethics division has updated its statistics on the disposition 
of ethics investigations processed under the AICPA’s Joint Ethics Enforcement 
Plan (JEEP) and the ethics enforcement committees of 42 participating state 
CPA societies. The statistics below cover cases, not the number of respondents in 
a case. All the cases referred to the Joint Trial Board may not have been heard.
ETHICS COMMITTEE ACTIVITIES TOTALS
Investigations open at start of period 434
Investigations opened during period 528
Total Investigations 962
Administrative Reprimands issued 41
Constructive Comment letters issued 104
No Violations findings 246
Prima Facie cases in preparation for
submission to Joint Trial Board Division 3
Cases Referred to Joint Trial Board Division 
January 1, 1980 - December 31, 1980:
Prima Facie cases for Trial Board Hearings 12
For action under automatic provisions of bylaws 14
Total Disposition of Case Investigations 420
Remaining Investigations
Investigations at December 31, 1980, held 
pending outcome of litigation 132
Cases under investigation at December 3 1 , 1980:
State Societies Ethics Committees 268
AICPA Ethics Division 142
Total Remaining Investigations 542
Total Investigations 962
JOINT TRIAL BOARD DIVISION ACTIVITIES
Members Expelled under automatic provision of bylaws 9 
Members Suspended under automatic provision of bylaws 5
14
Trial Board hearings:
Members Admonished 2 
Members Expelled (State Society only,
nonmember of AICPA.) 1
Members Suspended 5
Cases scheduled but not heard as of December 31, 1980 4
12
Total Joint Trial Board Division Cases
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Two Video Journals 
Focus on Technical 
Standards
Carey Scholarship 
Awarded
November 1980 
Sells Award 
Winners Announced
Hertz Express 
Service Available 
to AICPA Members
The AICPA's two most recent programs in its videotape series on current 
accounting issues are primarily concerned with updates on. technical standards 
discussed by AICPA technical directors and leading CPA practitioners. The CPA 
Video Journal programs, which are available to state societies and accounting 
firms, will qualify for continuing professional education credit if the presentations 
are supplemented by discussion periods.
Program no. 12 includes explanations of interpretations on inspection and 
monitoring procedures especially as they apply to quality review. Also covered 
are descriptions of audit guides on financial forecasts, pensions and nonprofit 
organizations.
Program no. 13 covers three areas: SAS no. 34 on “going concern,” SAS no. 35 
on applying agreed-upon procedures and a report on the conclusions reached 
by the auditing standards board on the auditor’s standard report project (see 
April 13 Letter).
The presentations run approximately 30 and 20 minutes respectively.
Now in preparation is Program no. 14, which will deal with various aspects, 
of joint engagements. It is expected to be available soon.
For further information, contact Terry Zimmerer at the AICPA.
The John L. Carey Scholarship for 1981 has been awarded to James A. Murphy, 
Jr., of Cranston, Rhode Island. The annual $3,000 scholarship, named after 
the Institute’s former chief staff executive, is granted to a Yale University senior 
who plans to do graduate work in the field of accounting with the intention of 
pursuing a career in the profession.
Murphy plans to enroll in the Master of Science in Accounting program at 
New York University, while working for an accounting firm in New York.
The 1980 award to Christopher Kelly, Jr., who is taking the M.S. Accounting 
program at N.Y.U., has been renewed.
For the November 1980 Uniform CPA Examination, 63,179 candidates completed 
a total of 231,914 papers — both new records.
The winner of the Elijah Watt Sells Gold Medal, given for the highest 
four-part grade total on the examination, was Julie Ann Gannon of Farmington 
Hills, Michigan. A Michigan State University graduate, Ms. Gannon is a staff 
accountant with Ernst & Whinney in Detroit.
The Silver Medal, the second highest award, was won by Nancy Lynn 
Voien of Irvine, California. Ms. Voien, a graduate of California State University- 
Long Beach, is presently a staff accountant at Deloitte, Haskins & Sells in 
Los Angeles.
Also, James S. Redpath of White Bear Lake, Minnesota, was the winner of 
the Sells Bronze Medal, given for the third highest grade total. A graduate of the 
College of St. Thomas in St. Paul, Redpath is with Sevenich, Butler, Gerlach & 
Brazil, Ltd., in St. Paul
In addition, 100 certificates with high distinction are being awarded.
The medals will be presented during the AICPA’s annual meeting in 
Chicago in October.
Hertz Number 1 Express Service is now available to AICPA members. At 35 
major U S. airports with the heaviest traffic, Institute members who are Hertz 
Number 1 Club members will be able to bypass the Hertz counter in the terminal 
and go directly to a special Number 1 Express Service facility. Their rental 
agreement will have been completed and a preassigned car ready.
For further information on the service, contact Hertz.
MAP Conferences 
Set for Summer 
and Fall
The 1981 National Practice Management Conferences have been slated for later 
this year. Organized and presented by the AICPA’s management of an account­
ing practice committee, the conferences will include four different two-day 
sessions aimed at addressing practice management problems and concerns 
common to local firms. At the conferences, successful practitioners will discuss 
the techniques they use to increase their firms’ effectiveness and profits.
This year the conferences will be held in two clusters — the first to be in 
Denver July 6-7 on firm management and administration and on July 9-10 on 
partnerships and professional corporations. The second cluster will be held in 
Atlanta on October 19-20 and October 22-23, with the focus on practice growth 
and development and then on people management and a firm’s future.
For further information, including a brochure describing the programs in 
more detail and registration data, contact Jim Flynn at the AICPA.
“Taxpayers’ 
Bill of Rights” 
Reintroduced
A six-point bill aimed at providing greater protection for taxpayers was recently
reintroduced by Senator Max Baucus (D-Mont.), “The Taxpayers’ Bill of Rights
Act” (S 850) seeks to define taxpayers’ rights and provide protection against
“arbitrary, irresponsible IRS actions.” Key features include:
□  Maintain and improve the IRS’ taxpayer service programs
□  Establish an independent Office of Ombudsman within the IRS to intervene on 
taxpayers’ behalf
□  Require the IRS to establish an administrative appeal procedure for contested 
collection cases and to obtain a court order before seizing taxpayer property 
for nonpayment of taxes
□  Require the IRS to issue rulings within 18 months after new laws are enacted
□  Eliminate the requirement of declarations of estimated taxes and raise the 
amount of tax from $100 to $300 one can owe on a return before quarterly 
estimated tax payments are required
□  Eliminate interim W-2 Forms. They would be issued once, at the end o f the 
year, for all employees,
The legislation is similar to S 2825 introduced by Senator Baucus last year.
The bill has been referred to the Senate Finance Committee.
NOTICE OF AICPA PUBLIC MEETINGS
Federal Taxation
Open meetings of the federal tax division executive committee will be held on May 20 from 
1:00 p.m. to 5:00 p.m. and on May 23 from 9:00 a.m. to 5:00 p.m. at the Capital Milton Hotel in 
Washington, D.C. The agenda follows:
May 2 0 -p.m.
□  Internal Revenue Service; Access to Workpapers. (Report of task force.)
□  Proposed Designation of Tax Division Executive Committee to Set and Interpret Standards 
Under the Code of Professional Ethics. (Report of task force.)
May 23 -  a.m.
P  Recommendations for Tax Law Changes. (Discussion of preliminary draft.)
May 23 - p.m.
□  Problems of Unreported Income. (Report of task force.)
□  Commodity Straddle Transactions. (Report of task force.)
The next meeting is scheduled for July 16-17 in Washington, D.C.
Changes from this notice will be reported by the meetings telephone information service.
The number is 212/575-5694.
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Washington Briefs Bank Interest Rule Withdrawn — The IRS recently withdrew Rev. Proc. 80-55, 
which was to become effective June 1. It would have disallowed interest 
deductions to hanks on certain governmental time deposits secured by tax exempt 
securities. The Treasury Department will continue to study the degree to which 
banks should be treated differently from other taxpayers in this area.
Shad Confirmed On April 8, the Senate confirmed John S: R. Shad as chairman 
of the SEC. Shad will serve the remaining term of former SEC Chairman 
Williams, then on June 5, begin to serve a full five-year term, effective upon 
expiration of SEC Commissioner Stephen Friedman’s term.
Taxpayer Reimbursement Bill Introduced — A bill aimed at providing for the 
reimbursement of private parties prevailing in litigation against the IRS was 
introduced recently by Senator Max Baucus (D-Mont). The “Taxpayer Protection 
and Reimbursement Act” (S 752) expands litigation costs to include fees and 
expenses of lawyers, accountants and other experts incurred in civil tax 
proceedings.
Reminder on Single Audit Concept Conference — Robert K. Mautz, chairman of 
the committee that recently proposed a governmental accounting standards 
board, will be a luncheon speaker at the national conference on the single audit 
concept and other developments in audits o f federally assisted programs, slated 
for May 18-20 in Washington, D.C. Senator James Sasser (D-Tenn.) will also 
speak. For information, contact the AICPA meetings department.
GAO to Review Cost Accounting Standards  — The GAO has notified federal 
procurement agencies subject to the Cost Accounting Standards Act that it is 
conducting the first phase of a review to determine whether the standards, rules 
and regulations issued by the Cost Accounting Standards Board are being 
implemented in accordance with the Act’s provisions.
Barter Club Disclosures — A recent court decision held that the IRS can force 
barter clubs to reveal names and transactions of club members. It said the IRS 
had a reasonable basis for believing that unknown taxpayers may have failed 
to comply with the tax law (U.S. v. Pittsburgh Trade Exchange Inc., USCA 3).
Debt-Equity Rule Postponed — The IRS has postponed the effective date of its 
new regulation on the treatment of certain interests in corporations as debt 
or equity until December 31. It had been scheduled to take effect for investments 
made after April 30.
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Committee 
Appointed to Study 
Accounting 
Standards Overload
FASB Forms Task 
Force on Oil and 
Gas Accounting
The CPA Letter
A Semimonthly News Report Published by the AICPA
A special committee has been appointed by Chairman William Kanaga to study 
accounting standards overload and consider means of relief from those standards 
that are not cost effective, particularly as they relate to small, closely-held 
businesses. The charge to the committee is in keeping with one of the recom­
mendations made by the special committee on small and medium sized firms.
The eight-member group is headed by Stanley J. Scott, whose Dallas firm 
merged with Arthur Young & Company two years ago. According to Mr. Scott, a 
former AICPA board chairman, the committee will probably undertake the 
following in developing its recommendations:
□  Discuss the progress of the FASB project, Financial Statements and Other 
Means o f Financial Reporting — Small Business, with FASB representatives.
□  Consider the Report o f the Committee on Generally A ccepted Accounting 
Principles for Smaller and/or Closely Held Businesses issued in 1976.
□  Consider existing means for obtaining relief from GAAP requirements — the 
availability and usefulness of “other comprehensive bases of accounting” 
(SAS no. 14) and of a special compilation report for financial statements that 
omit substantially all of the disclosures required by GAAP (SSARS no. 1).
□  Solicit views from users of financial statements of small and closely held 
businesses and expose the committee recommendations for public comment 
before its report is submitted to the board of directors.
The final report is expected to discuss alternative means for providing 
relief, cite reasons for adopting or rejecting each and present recommendations 
in sufficient detail so that they can be implemented by the board of directors.
Members of the committee, in addition to Mr. Scott, are Gerald W. Hepp, 
Plante & Moran, Southfield, Mich.; Robert L. Israeloff, Israeloff, Trattner & Co., 
Valley Stream, N.Y.; James J. Leisenring, Bristol, Leisenring, Herkner & Co., 
Battle Creek, Mich.; James P. Luton, Jr., Luton and Company, Oklahoma City; 
David A. Nelson, McGladrey, Hendrickson & Co., Minneapolis; Richard A. Nest, 
Touche Ross & Co., New York; and John P. Thomas, May, Zima & Co., 
Tallahassee, Fla.
The Financial Accounting Standards Board recently formed a 20-member task 
force to advise the board on its project to develop a simplified system of financial 
disclosures for oil and gas producing enterprises. The task force is drawn from 
the oil and gas industry, petroleum engineers and geological consulting firms, 
the financial community, academe and the accounting profession.
The board added the disclosures project to its agenda in March after the 
Securities and Exchange Commission decided not to require reserve recognition 
accounting in the primary financial statements. The board now expects to issue 
an invitation to comment later this month.
In other FASB matters, the board has tentatively decided to issue a final 
interpretation dealing with the equity method of accounting. The interpretation 
would be generally the same as the proposal issued last December entitled 
Criteria for  Applying the Equity M ethod o f  Accounting for Investments in 
Common Stock  (see January 12 Letter).
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AICPA
Conferences Set
Estate Planning — The fourth annual AICPA Estate Planning Conference is slated 
for August 2-7 at San Francisco’s Hyatt Regency Embarcadero Center. Aimed 
at practitioners experienced in estate planning, the conference will focus on gifts, 
estate planning for the executive, closely-held businesses and an update on 
current estate planning opportunities.
Registration is $400 before June 1; $425 after that date. For further infor­
mation, contact the AICPA meetings department.
Governmental Training — The 1981 National Governmental Training Program 
will consist of two four-day sessions in two locations: October 19-22 in Atlanta 
and November 16-19 in San Francisco. Aimed at practitioners with one or two 
years’ experience in governmental audits, the program will focus on the concepts 
and techniques of governmental accounting, auditing and financial reporting 
practices and procedures. Registration is $550.
For further registration information, contact Carol Ann Sasso in the Insti­
tute’s CPE marketing department.
National Tax Education — The fifth annual AICPA National Tax Education 
Program will be held July 12-August 8 at the University of Illinois campus in 
Urbana. Divided into four weeks, the program offers comprehensive instruction 
in various aspects of federal taxation and is designed for particular levels of 
basic and intermediate tax training.
□  Basic Level I — July 12-July 18 — deals with tax research, basic tax concepts, 
responsibilities in tax practice and practice before the IRS.
□  Basic Level II — July 19-25 — deals primarily with corporate taxation and 
income taxation of property transactions.
□  Intermediate Level III — July 26-August 1 — deals with the closely-held 
corporation, employer-employee relations, estate and gift taxes and taxation 
of estates and trusts.
□  Intermediate Level IV — August 2-8 — deals with partnerships, consolidated 
tax returns and Subchapter C.
For registration information, contact Carol Ann Sasso at the AICPA.
MAP Conference  — In the April 27 Letter it was announced that the Institute’s 
management of an accounting practice committee will hold its first conference 
for small firms on July 16-17 in Chicago and that the conference is designed 
specifically for firms with two to four AICPA members. The MAP committee 
believes the conference will appeal to sole practitioners and firms with two to 
three partners, but any small firm is welcome. For further information, contact 
the AICPA meetings department.
Interamerican 
Accounting 
Conference Set 
for Fall
Registration forms are now available for the 14th Interamerican Accounting 
Conference to be held November 22-26, 1981, in Santiago, Chile. The conference 
will be followed by an Interamerican Accounting Educators Congress in Vina 
del Mar, Chile, on November 27-28.
The deadline for registration is July 25. For further information, contact 
Carol McAvoy at the AICPA or Howard P. Keefe, chairman, IIA committee, at 
Arthur Andersen & Co., 33 West Monroe Street, Chicago, Ill. 60603.
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ASB Asks for 
Participation by CPA 
Firms in a Survey
Special Meeting 
Set on Reliance on 
Other Auditors
Advertising Comes 
to Britain on 
Limited Basis
The AICPA’s auditing standards board is conducting a survey on the implicit 
decisions auditors make about materiality in planning an audit.
The questionnaire will be administered to a cross-section of large, medium 
and small CPA firms during the summer.
The returned questionnaires will be compiled and analyzed at the Center 
for Audit Research at the University of Georgia. Distribution and collection of 
questionnaires has been designed to maintain confidentiality of firm data so that 
it will be impossible to identify responses with any one firm. Because each 
participating CPA firm will code its responses, each firm can benefit from the 
ability to compare the information from questionnaires prepared by the firm to 
the total responses by all firms (which will be given to participants).
Participating CPA firms will be asked to complete questionnaires for 
several audits. The number of questionnaires to be completed by a participating 
firm depends on the size of the firm’s practice and the extent of the firm’s will­
ingness to participate. Based on the results of a pilot-testing of the survey, each 
questionnaire should require approximately three hours for the participating 
firm to complete.
To obtain a sufficient base of data the auditing standards division needs 
participation by a broad cross-section of firms. Firms interested in participating 
in this research project should contact George Zuber, manager — AICPA 
auditing standards division, by June 1, 1981.
The Institute’s auditing standards division has slated a special meeting to con­
sider revision of SAS no. 1, section 543, Part o f Examination Made by Other 
Independent Auditors, which describes the circumstances under which a principal 
auditor may rely on the work of other auditors. The meeting will be June 18 in 
the Institute’s boardroom in New York starting at 9:00 a.m. and continuing, if 
necessary, until 5:00 p.m. The meeting is open to the public and all interested 
parties are invited to attend.
The meeting is in response to the recommendation of the special committee 
on small and medium sized firms that the section be reconsidered because the 
existing standards are misused in solicitation. The committee’s report recom­
mended devising a form of comfort letter or other mechanism the auditor of 
a segment of an enterprise would submit to the principal auditor and on which 
the principal auditor would rely. The meeting’s objectives are to discuss the 
problems encountered by practitioners in applying section 543 and the implica­
tions of proposed revisions.
A paper explaining the issues relating to using the work of other auditors 
will be available from the Institute’s auditing standards division about two weeks 
prior to the meeting.
The British accountancy profession recently approved advertising by firms to 
begin October 1, after considerable discussion among the four UK professional 
bodies and the Office of Fair Trading. Advertising will be permitted only in 
newspapers in a firm’s practice area, must avoid reference to fee levels, but in­
clude a statement to the effect that fees will be discussed before an engagement 
is accepted.
Advertisements should not contain explicit or implicit criticisms of other 
firms’ professional services; must be factual and “not likely to mislead;” should 
not make a claim to any particular expertise; and be “of a style and content 
appropriate to the profession.”
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AICPA Council 
Meets
July 1 is Deadline 
for Disability income 
Plan Entrants
Recent AICPA 
Publications
The AICPA’s governing council is meeting this week at the Arizona Biltmore 
Hotel in Phoenix.
Among the items on the three-day program are the following:
□  Reports by such committees as effective legislation, minority recruitment and 
equal opportunity, small business, professional ethics, management of an 
accounting practice and progress reports by the special committees on 
solicitatidn and on committee appointments.
□  Report by the president of the International Federation of Accountants.
□  Designation of committees authorized to issue standards under Rule 204 and 
to interpret general standards under Rule 201.
□  Consideration of revision to council policy on reimbursement of committee 
members’ expenses.
□  Consideration of proposed bylaw changes.
□  Election of the nominating committee for the division for CPA firms.
In addition, there will be a panel session on developments in technical 
standards moderated by AICPA President Philip B. Chenok. Another panel con­
ducted by William S. Kanaga, AICPA board chairman, will discuss the division 
for CPA firms as well as other issues raised by members of council.
A more detailed report will appear in the next issue of the Letter.
Members of the Institute who wish to begin or increase their coverage under the 
AICPA’s Long Term Disability Income Plan must sign up before July 1.
Special features of the plan include
□  Monthly payments that range from $500 to $3,000 for total disabilities caused 
by sickness or accident.
□  Benefits may be paid for life after a 26 week waiting period if disability was 
incurred before age 50; payments to age 65 if incurred at age 50 or later.
□  A voluntary rehabilitation program under which the insured CPA may return 
to work while receiving reduced benefits. There is also a provision for 
paying approved rehabilitation and education expenses.
Plan literature is being mailed to the membership this month. For additional 
information, contact the Plan Agent: Rollins Burdick Hunter Co., 605 Third 
Avenue, New York, N.Y. 10158. Telephone 800/221-4722; in New York call collect 
212/661-9000, extension series 382.
Contracting for Audit and Management Advisory Services With the Federal 
Government — Part of the federal financial management series, this guide focuses 
on the “how  to” aspects of audit and MAS services for federal agencies and 
federal grant recipients. Topics covered include specifics of bidding and negoti­
ation, performance of federal work by CPA firms, and current applicable public 
laws and regulations. Price is $17.50; $14 to AICPA members. Copies are 
available from the AICPA order department.
The Institute’s management of an accounting practice committee recently pub­
lished a recruiting brochure that will be offered to state societies for distribution 
to schools and universities. While Choosing the CPA Firm that’s Right for  You 
is not intended as a firm recruiting brochure, the leaflet is designed to bring to 
the attention of students who have already decided on a public accounting career 
the opportunities available in local firm practice. Reasonable quantities of the 
brochure are available free from the AICPA order department.
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In an interpretive release issued last month, the Securities and Exchange 
Commission set forth certain circumstances when accountants’ independence 
will not be questioned if a foreign office or affiliate of a domestic accounting 
firm performs limited bookkeeping services for a foreign division, subsidiary or 
investee of a domestic client.
As a result of the commission’s action, Staff Accounting Bulletin no. 39 
has been rendered “not pertinent.” The interpretive release (ASR 291) eases the 
general proscription in SAB no. 39, which indicated that provision of such 
services by independent accountants for an audit client was prohibited by 
SEC interpretations regardless of whether the individual operation was located 
within or outside the U.S. (see November 1 0 , 1980, Letter).
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards
An open meeting of the accounting standards executive committee will be held in the AICPA 
boardroom in New York on June 9-11 starting at 9:00 a.m. each day. The tentative agenda is as 
follows:
June 9
□  Program Accounting. (Consider Statement of Position for exposure.)
□  Mortgage Guaranty Insurance (Consider Statement of Position for publication.)
June 10
□  Dollar Reverse Repurchase Agreements. (Consider Statement of Position for exposure.)
□  Employers’ Accounting for Pensions and Other Postemployment Benefits. (Consider letter of 
comment.)
□  Possible New Projects. (General discussion.)
June 11
□  Real Estate Depreciation. (Consider issues paper.)
The next scheduled meeting of the committee is on July 29-31 in San Diego.
Auditing Standards
The auditing standards advisory council will hold an open meeting on June 5 in the Rainbow 
Room, 30 Rockefeller Plaza, New York, N.Y., from 9:00 a.m. to 4:00 p.m. The agenda, which is yet 
to be determined, will be reported by the meetings telephone information service.
The next scheduled meeting of the council is September 9 in New York.
An open meeting of the auditing standards board will be held in the AICPA board room in New York 
on June 2-4 from 8:30 a.m. to 5:00 p.m. each day. The agenda will be reported by the meetings 
telephone information service.
Future scheduled meetings will be held on July 14-16 and August 25-27 in New York.
Board of Examiners
The AICPA’s board of examiners will hold an open session of its May 28 meeting in Minneapolis 
at L’Hotel de France from 1:30 p.m. to 2:30 p.m. The agenda will consist of discussion of reactions 
to the March 1 0 , 1980 draft of Proposed Content Specification Outlines for  the Uniform CPA 
Examination. (Publication of final specifications will be considered.)
The next meeting of the board is scheduled for August 31 in Denver.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
SEC Amends Rule 
on Accountants’ 
Independence
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Washington Briefs SEC Panel on Shareholder Communications — The Securities and Exchange
Commission recently established an advisory committee on shareholder com­
munications to be charged with identifying ways of improving the current system 
for distributing proxy materials and other corporate communications to 
shareholders. The 14-member panel will also focus on whether the SEC should 
develop a means for issuers to identify the beneficial owners of securities 
held in a “street name” or that of another nominee.
Comptroller Heimann Resigns — Comptroller of the Currency John G. Heimann 
will resign, effective May 15, to return to private life. Heimann, former New 
York state bank superintendent, gave no reason for his resignation.
Hearings on W ithholding Exemptions — The IRS has slated a public hearing on 
June 2 on its recent rules aimed at cracking down on the abusive filing of requests 
for excessive withholding exemptions (see April 13 Letter). The temporary 
regulations were issued, said the IRS, because of a surge in cases of excessive 
exemptions being claimed as part of “tax protestor” schemes.
Bill to M odify Certain W-2 Filing Rules — Employees terminating their employ­
ment during the year will have to ask for their W-2 forms or wait until the 
end of the year, according to the provisions of a bill introduced by Senator 
John Danforth (R-Mo.). Under this bill (S 978) employers would no longer be 
required to provide W-2 forms to employees at the time of termination, unless 
specifically asked to do so by the employee. In such cases the forms would be 
provided within 30 days of the termination date.
Tax Freedom Day — Tax Foundation economists recently announced that 
“Tax Freedom Day’” for 1981 — the day the average worker earns enough to pay 
all his federal, state and local tax obligations — was May 10. Historically, Tax 
Freedom Day has occurred later and later each year. By comparison, it was 
February 14 in 1930; and April 18 in 1960.
Fringe Benefits — IRS Commissioner Roscoe Egger recently said that “some 
fairly significant” revisions are likely to be made by the Treasury Department 
to the discussion draft on fringe benefits sent to Congress earlier this year 
(see February 9 Letter). The Treasury Department is drafting a set of proposals 
on what would be considered taxable fringe benefits. These proposals are 
expected to be ready in late June. The congressional freeze on the IRS fringe 
benefit rules expires in June.
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Board of Directors 
Meeting Highlights
AICPA Council 
Actions
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The AICPA’s board of directors took the following actions, among others, at its 
meeting on May 8 in Phoenix:
□  Authorized the payment of $150,000 in equal installments over three years in 
support of the accreditation program of the American Assembly of Collegiate 
Schools of Business. The payments will be made with the stipulation that 
they are to be used solely to defray expenses in connection with the accredi­
tation of 150-hour programs. This is consistent with the stated AICPA 
policy favoring such programs as a prerequisite for entry into the profession.
□  Adopted a policy statement making it clear that the federal taxation execu­
tive committee has the authority to interpret general standards as they relate 
to tax practice even though the committee does not have authority to issue 
interpretations enforceable under the Code o f Professional Ethics (Rule 201 — 
General Standards).
□  Adopted a revised policy statement on audit committees of publicly held 
companies to make it clear that such committees typically approve for sub­
mission to their boards of directors the names of the public accounting firms 
to conduct the annual audit of the companies. The auditors may be appointed 
by the board of directors or, in some cases, by the shareholders — but in the 
board’s view they should not be appointed by the audit committee alone.
The AICPA council, at its meeting earlier this month, approved a package of 
proposed bylaw changes for membership vote, approved a resolution designat­
ing three AICPA senior technical committees to interpret the general standards 
under Rule 201 in their areas and approved a revision of Institute policy for 
reimbursement of expenses incurred in committee attendance.
In response to a resolution by the Missouri members, council requested the 
planning and finance committee to study whether the Institute’s continuing, 
professional education division can be made more efficient and competitive by 
moving it from New York City.
In approving the proposed bylaw changes for membership vote, council 
added to the section relating to automatic termination of membership on criminal 
conviction a provision to enable a member to petition the trial board for a 
hearing. The proposed bylaw change had already defined a “crime” as one 
punishable by imprisonment for more than one year; a “crime” previously was 
defined in the bylaws as a “felony” under the jurisdiction’s law.
The resolutions relating to Rule 201 authorize the accounting and review 
services committee, the auditing standards board and the management advisory 
services executive committee to interpret general standards. However, an 
exposure process must be observed before these committees can adopt standards 
under Rule 204 or interpret general standards under Rule 201.
As recommended in the committee on small and medium sized firms’ report, 
council authorized reimbursement of out-of-pocket expenses for committee 
members “whose attendance at meetings would cause significant disruption to 
the professional practice, business or other activities in which they are involved.” 
Previously, the standard for reimbursement involved financial need.
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Nominating 
Committee for 
Division for CPA 
Firms Elected. . .
The AICPA council has elected members of the nominating committee for the 
division for CPA firms. They are Samuel A. Derieux, Derieux, Baker, Thompson & 
Whitt, Richmond, chairman; Charles Chazen, Laventhol & Horwath, Los Angeles; 
James P. Luton, Jr., Luton & Company, Oklahoma City; John B. O’Hara, Price 
Waterhouse & Co., Philadelphia; Austin G. Robertson, Jr., Stewart, Robinson & 
Co., Shreveport; Robert S. Siskin, Siskin, Shapiro & Company, Hartford; Richard 
D. Thorsen, Thorsen, Campbell, Rolando & Lehne, Minneapolis.
. . .  And Council 
Vacancies Filled
Edward A. Weinstein, Touche Ross & Co., New York, was elected to fill the 
council vacancy created by the death of James L. Brock. The term expires in 1981.
Elected to fill the unexpired terms (1982) of council members who have 
resigned were Rholan E. Larson, Larson, Allen, Weishair & Co., Minneapolis, 
member-at-large; John V. P. Meyer, Livingston & Haynes PC, Brattleboro, 
Vermont; Garrett K. Serikawa, Alexander Grant & Company, Honolulu.
AICPA Completes 
Local Government 
Reporting 
Experiment
The AICPA recently completed a one-year experiment in state and local govern­
ment accounting and financial reporting practices. The experiment, on which a 
report is to be issued shortly, requested state and local governments to apply the 
accounting and financial reporting principles followed by most publicly held 
companies to their own reports.
Under the experiment (see September 24, 1979 Letter), officials representing 
27 state and local governments prepared financial statements by applying full 
accrual accounting to all fund and account groups and consolidating the state­
ments of financial position and results of operations.
The experiment required governmental units to report depreciation expenses 
for all funds — governmental, such as in a road department, or proprietary, 
such as in a light and power authority. Most participants said they favored 
depreciation accounting for proprietary funds, while somewhat less than half 
said they favored it for governmental funds. A majority of respondents also 
favored full accrual-basis accounting for pension costs — the system followed by 
business enterprises.
Legislation requiring the U.S. government to use the accrual method of 
accounting was introduced in February in the House of Representatives by 
Congressman C. W. Bill Young (R-Fla.).
Airline Audit 
Guide to be Issued
The Institute expects to issue soon an industry audit guide for the airline indus­
try’s accounting and auditing practices entitled Audits o f  Airlines. Prepared by 
the Institute’s subcommittee on civil aeronautics, the guide summarizes the 
industry’s practices and is aimed at assisting independent auditors to conduct 
examinations of financial statements of airlines.
The guide describes the conditions or procedures unique to the industry and 
illustrates the form and content of airline financial statements and informative 
disclosures pertaining to such statements.
Copies are expected to be available in early July from the AICPA order 
department at a nominal price.
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GASBOC Hearing 
Draws Conflicting 
Views
Revisions Proposed 
for Personal 
Financial Statements
Recent IASC Actions
Comments by the 25 participants at the May 4-5 public hearing of the govern­
mental accounting standards board organizing committee on its proposal to 
establish a structure similar to that of the FASB for governmental units ranged 
from outright opposition to full support. Some favored more study.
A key issue was the question of uniqueness. Are there sufficient differences 
in accounting and reporting requirements between governmental units and other 
nonbusiness organizations to warrant a separate board?
The role of the FASB was discussed at length, including questions of 
resources and sufficient input in the event that the board should assume this 
responsibility.
A major point of discussion was the degree of compliance that could be 
expected from state and local governments.
Elected officials or their representatives stated that adequate representation 
from that group was needed on any body established to set standards for 
governmental units in order to achieve compliance.
The AICPA board of directors has cited several conditions as the basis for 
its support of the proposed board (see March 9 Letter). They are true financial 
and functional independence, reasonable prospects that the GASB can improve 
governmental financial reporting and assurance that matters of jurisdiction and 
potential conflicts between the GASB and the FASB can be resolved.
Copies of the organizing committee’s draft report can be obtained from 
Ronald Points, associate director, U.S. General Accounting Office, Room 6116, 
441 G Street, N.W., Washington, D.C. 20548; telephone 202/275-6222.
In a recent proposal to revise the 1968 AICPA guide for personal financial 
statements, the AICPA urges estimated current value as the basis for measure­
ment in personal financial statements. The Institute believes current value 
measures a person’s resources, obligations and net worth more relevantly and 
reliably than historical cost information, which is the primary basis of measure­
ment recommended in the 1968 guide.
Only the accounting section of the proposed guide revision is being exposed 
for public comment at this time. A section on accountants’ involvement with 
personal financial statements will be exposed after comments on the proposed 
accounting section have been considered.
The proposal includes guidance on determining the estimated current value 
of various assets and liabilities, such as investments in securities and real 
estate. The draft, in keeping with the Institute’s new policy on certain technical 
documents, includes a summary of the proposal’s key elements.
Comments will be due 120 days after issuance. A limited number of free 
copies will be available shortly from the AICPA order department.
At its Tokyo meeting this spring, the board of the International Accounting 
Standards Committee took the following actions:
□  Agreed to publish a statement of international accounting standards on 
reporting financial information by segment. The statement, which will be 
published in early August, will be effective for financial statements issued on 
or after January 1, 1983.
□  Agreed to expose for public comment two drafts of statements of interna­
tional accounting standards. Accounting for Business Combinations, which 
should be exposed about September 1 and will have a comment period ending 
on July 31, 1982. Accounting for  Government Grants and Disclosure o f  
Government Assistance will be exposed about September 1, with comments 
due by March 1, 1982.
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FASB Holds 
Hearing on Funds 
Flow Project
1980 GAAFR 
Restatement Is 
Available
IRS Procedures on 
Access to Tax 
Workpapers Revised
There was the usual amount of disagreement at the Financial Accounting Stand­
ards Board’s public hearing on its December 1980 discussion memorandum, 
Reporting Funds Flows, Liquidity, and Financial Flexibility, held May 11-13 in 
New York. The funds flow project is part of the board’s overall conceptual 
framework project for financial accounting and reporting. Thirty-two speakers 
representing companies, professional groups, academe and the accounting 
profession made presentations, and 162 comment letters were received. The 
AICPA’s accounting standards executive committee submitted a comment letter 
in lieu of a formal presentation.
According to FASB Chairman Donald Kirk, most of the respondents “believe 
that a working capital approach to reporting funds flows fails to reflect ade­
quately important changes in receivables, inventories and some other current 
assets and liabilities.” While many respondents noted the problems of the 
working capital definition, some were unwilling to change to another system 
they believed might be difficult to implement.
Kirk noted that the board has tentatively decided to publish an exposure 
draft of a statement of concepts that deals with both earnings and funds flows. 
The board also issued a paper entitled Reporting Earnings and Funds Flows, 
as part of its Highlights series. For further information, contact Order Depart­
ment, FASB, High Ridge Park, Stamford, Conn. 06905.
The Municipal Finance Officers Association (MFOA) has published its 1980 
restatement of Governmental Accounting, Auditing and Financial Reporting 
(GAAFR). 
While the earlier version was an official pronouncement by the National 
Council on Governmental Accounting (NCGA), the 1980 restatement neither 
prescribes nor authoritatively interprets generally accepted accounting principles 
for governments. Instead, it provides detailed guidance on the effective applica­
tion of the principles in the NCGA’s 1979 Statement no. 1, Governmental 
Accounting and Reporting Principles to the accounting and financial reporting 
activities of state and local governments. Statement no. 1 is reproduced as an 
appendix in the 1980 GAAFR.
Copies are available at $30 each from the MFOA, 180 North Michigan, Suite 
800, Chicago, Illinois 60601.
In a recent speech, new IRS Commissioner Roscoe Egger announced revised 
guidelines for IRS agents to follow before any tax accrual workpapers may be 
requested. The guidelines are expected to be distributed to IRS field personnel 
this month and be effective with their issuance. Before an examiner can con­
sider requesting tax accrual workpapers, the following actions must be taken, 
said Egger:
□  Schedule M-1 of Form 1120 must be reconciled. This schedule generally pro­
vides for a reconciliation between income reported on a company’s financial 
statements and that reported on its tax return.
□  The examination must be substantially completed.
□  Specific issues must be identified.
□  All known facts must be requested from the taxpayer relating to the issues 
and any supplementary analyses of facts relating to the issues must have been 
requested from the taxpayer’s accountant.
After these steps have been taken and a need still determined for the work­
papers, the request must be approved by the chief of the examination division 
in the IRS district office, and limited to those portions of the tax accrual 
workpapers that are material and relevant to the specific issue or issues identified.
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Under the Institute’s bylaws, a member who has been convicted of a felony 
defined as such by the convicting jurisdiction shall have his membership in the 
Institute terminated without a hearing. On February 11
□  Walter Kohler, Jr. of Walnut Creek, California, was notified that his Institute 
membership was terminated as the result of his conviction in the Alameda 
County Superior Court upon his plea of guilty to the crime of grand theft.
□  The Institute membership of Early L. Gilbert of Lansdale, Pennsylvania, was 
terminated following his conviction in a U.S. District Court upon his plea 
of guilty to the crime of income tax evasion.
FASB Issues 
Invitation to 
Comment on Oil 
and Gas
The Financial Accounting Standards Board has issued an invitation to comment 
on Disclosures About Oil and Gas Producing Activities. This document will 
serve as a basis for a public hearing to be held August 18-20 at the Grand Hyatt 
in New York. The project’s objective is to develop a comprehensive set of dis­
closures about oil and gas producing activities that will aid in meeting the 
objectives of financial reporting set forth in FASB Concepts Statement no. 1.
The project is limited to disclosures about oil and gas producing activities 
that should be made in general purpose external financial reports.
Up to five free copies of the paper are available until August 10. Write: Order 
Department, FASB, High Ridge Park, Stamford, Conn. 06905.
In Interpretation no. 35, the FASB cites five factors which will tend to negate the 
element of “significant influence” which is required before an investor can use 
the equity method of accounting. They are: the company files a lawsuit against 
the investor or complains to a government agency; the investor tries and fails to 
become a director; the investor agrees to refrain from increasing holdings; the 
company is operated by a small group which ignores the investor’s wishes; and 
the investor tries and fails to obtain additional financial information from the 
company that is not available to other shareholders.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services
The accounting and review services committee will hold an open meeting at Marriott’s Lincolnshire Resort, 
Lincolnshire, Illinois, on June 22 from 9:00 a.m. to 5:00 p.m. and on June 23 from 8:00 a.m. to 12:30 p.m. 
The agenda will be reported by the meetings telephone information service.
Professional Ethics
An open meeting of the professional ethics executive committee will be held at the Hotel St. Francis in 
San Francisco on June 11 starting at 8:30 a.m. The agenda will consist of the following:
Consideration of Exposure Draft Comments on
□  Proposed Modification of Interpretation 101-2 — Retired Partners and Firm Independence.
□  Proposed New Interpretation 501-3 — Failure to Follow Standards and/or Procedures or Other 
Requirements in Governmental Audits.
□  Proposed Modification to Interpretation 502-4 — Self-Designation as Expert or Specialist.
□  Proposed Deletion of Ethics Ruling no. 168 under Section, 591 regarding audit guides issued by 
governmental agencies.
Consideration of Proposed Modifications for Exposure on
CD Proposed Modification to Interpretation 502-2 — False, Misleading or Deceptive Acts.
□  Proposed deletion of Ethics Rulings nos. 8, 20, 21 and 74 under Section 591. These deal with change of 
control of client company, trade association analysis and survey and with firm name on tax booklet.
Changes from this notice will be reported by the meetings telephone information service.
The number 212/575-5694.
FASB Issues 
Interpretation on 
Equity Method
Two AICPA 
Members Expelled
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Washington Briefs Bankruptcy Regulations — The Treasury Department recently issued temporary 
regulations for making elections relating to the discharge of indebtedness 
and to bankruptcy and insolvency. The new regulations in T.D. 7775 follow up 
on the Bankruptcy Tax Act o f 1980, which substantially altered the tax treat­
ment of discharges of indebtedness for both solvent and insolvent taxpayers. 
Covered in the regulations are elections relating to reduction of basis of property 
in connection with discharges of indebtedness and election by taxpayers to 
terminate a taxable year on commencement of certain bankruptcy cases.
Higher Imputed Interest Rates — Last August, the Treasury Department proposed 
new regulations to increase the interest rates the IRS can impute on loans 
between related parties and those arising from installment sales transactions. 
Late last month, the Treasury announced that these regulations would become 
effective July 1 ,  1981, with certain accompanying grandfather provisions. The 
new rules, to be issued after July 1, generally are intended to adjust the existing 
imputed interest rates to more closely approximate the market rate.
Parent Company Financials — The parent company of a publicly held corporation 
would no longer be required to file a separate complete financial statement 
under proposed amendments to Regulation S-X by the SEC. They would also 
reduce instances where subsidiaries must file separate financial statements. 
Comments are due by July 13. For information, contact Larry Best, 202/272-2130.
Form  990 Revision — According to IR 81-46, the IRS will revise its Form 990, 
Return of Organization Exempt from Tax, to satisfy both federal and state 
reporting requirements for nonprofit charitable organizations. The elimination 
of extensive paperwork resulting from a uniform reporting system would provide 
an estimated savings of $125 million to charities.
AGA 1981 Symposium  — The Association of Government Accountants will hold 
its national symposium in Miami Beach on June 29-30 and July 1. The program 
will focus on governmental financial management. AICPA President Philip B. 
Chenok will be a speaker. For further information, contact the AGA, 727 South 
23rd St., Suite 100, Arlington, Va. 22202 (703/684-6931).
Ban May End on Fringe Benefits — The Reagan Administration recently asked 
Congress not to extend its ban on the IRS’ issuing rules for taxing fringe 
benefits so that “rational, fair and workable” guidelines can be developed.
The ban, imposed more than two years ago, is slated to expire May 31.
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The Institute’s accounting standards executive committee has approved an 
issues paper, Accounting for  Installment Lending Activities o f  Finance Compa­
nies, prepared by the finance companies guide committee, for submission to the 
FASB this month. The paper discusses pros and cons of issues relating to 
accounting for installment lending as part of a project to revise and update the 
1973 AICPA guide, Audits o f  Finance Companies.
Among the advisory conclusions are the following:
□  Interest income from installment loans should be recognized on the interest 
(actuarial) method.
□  Loan acquisition costs should be narrowly defined as "initial direct costs,” 
(those directly associated with the production of new loans). Initial direct 
costs should be deferred and amortized on the interest method over the 
shorter of the expected lives or the contractual terms of the loan.
□  Credit losses, according to the majority of the committee, should be estimated 
and recognized as expenses when it is probable that a loss has occurred and 
its amount can be reasonably estimated based on the enterprise’s loss 
experience and in accordance with the criteria in FASB Statement no. 5.
□  Discounted and interest-bearing loans should be treated on the same basis. 
Therefore, balance sheet presentation of discounted loans should be on a net 
rather than on a “face” value basis.
The FASB is expected to either add this topic to its agenda or to refer it 
back to the AICPA committee for implementation.
Copies of the paper will be available, free, from the AICPA order 
department later this month.
At a meeting last month, the Financial Accounting Standards Board voted to 
make the following tentative decisions, among others, regarding its revised 
exposure draft on foreign currency translation:
□  Make no changes regarding remeasurement into the functional currency 
including retaining the specified provisions for current recognition of 
exchange adjustments in income and use of historical exchange rates to 
remeasure inventories and the deferred policy acquisition costs and unearned 
premiums of property and casualty insurance companies.
□  Continue the proposals regarding provision of deferred taxes on translation 
adjustments and provide further guidance for determining the need for and 
the amount of deferred taxes.
□  Computations of the amount of intercompany profit to be eliminated should 
use the exchange rate as of the date of the intercompany sale or transfer.
□  Eliminate the proposal to disclose the effects of rate changes on reported 
results of operations.
□  Postpone the effective date of the proposed standard to fiscal years beginning 
on or after December 15, 1982.
In other matters, the board also tentatively decided to issue a statement on 
accounting for product financing arrangements. The board’s staff will submit a 
draft for approval.
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Tax Legislators and
Administrators
Address
Washington Meeting
The spirit of compromise was in the air as top administration and congressional 
tax officials appeared before the AICPA federal tax division’s annual con­
ference in Washington, D.C., May 20-21. CPAs taking part heard updates on 
meetings that had been held, were being held or were scheduled to be held 
between Democrats and Republicans as well as between the White House and 
Capitol Hill. The subject of all these get-togethers: the overall thrust and likely 
provisions of forthcoming tax legislation.
Senate Finance Committee Chairman Robert Dole (R.-Kans.); House Budget 
Committee Chairman James Jones (D.-Okla.); Assistant Secretary of the Treasury 
for Tax Policy John Chapoton; IRS Assistant Commissioner (technical) Gerald 
Portney; IRS Assistant Commissioner (compliance) Philip Coates; and Mark 
McConaghy, chief of staff of the joint committee on taxation, were among 
those who commented on likely happenings on the tax front — and why.
Among the forecasts offered were these:
□  The compromise tax bill (expected to pass before the August recess) 
will probably bring a cut of less than the 30 percent over three years 
asked for by Kemp-Roth. It may also bring relief from the “marriage 
penalty” and tax help for Americans working abroad.
□  Accelerated depreciation for business — if not 10-5-3, something like it — 
will probably be part of the package.
□  A liberalization of provisions aimed at encouraging savings and invest­
ments, especially through Keogh and individual retirement accounts
is expected to be considered.
□  Some action may be expected for reducing the estate and gift taxes.
The question of designating Institute members as specialists in taxes or 
other areas of practice was discussed by AICPA President Philip B. Chenok. He 
reviewed the history of efforts to deal with interpretations of this provision 
in the Code of Professional Ethics which governs specialization. Mr. Chenok 
said, although de facto specialization is so common it might be described as 
a way of life, he is not overly optimistic that the current attempt to rewrite the 
interpretaions will gain acceptance within the Institute’s membership. He 
summarized the situation as follows:
“Some practitioners who favor programs that upgrade our services to the 
public would like to see a system of accreditation adopted for specialty desig­
nation. Many others believe they would be put at a competitive disadvantage by 
such a program. This is the dilemma we find ourselves in.”
Registration forms for the XII International Congress of Accountants, to be held 
in Mexico City on October 10-13, 1982, are now available. The theme of the 
congress, sponsored by the International Federation of Accountants (IFAC), 
is “The Accounting Profession: Leadership Opportunities in a Changing World.” 
Registration deadline for the congress has been extended to September 30,
1981. For registration forms, contact Carol McAvoy at the Institute (212/575-3882). 
The forms and accompanying deposits should then be mailed directly to the 
congress office as indicated on the form.
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International 
Accounting Congress 
Set for 1982
SAS Issued on 
Audit Sampling
SAS on Unaudited 
Replacement Cost 
Data Withdrawn
Plans for AICPA 
Annual Meeting 
Near Completion
Recent IFAC Actions
The Institute’s auditing standards board recently issued a statement on auditing 
standards entitled Audit Sampling. SAS no. 39 deals with planning, performing 
and evaluating audit samples and is substantially the same as the draft 
exposed late last year.
The statement supersedes sections 320A and 320B of SAS no. 1. It provides 
guidance on the two general approaches to audit sampling: nonstatistical and 
statistical. Audit sampling is defined as the application of an audit procedure 
to less than 100 percent of the items within an account balance or class of 
transactions for the purpose of evaluating some characteristic of the balance or 
class. Included are the following points:
□  The auditor should select a sample he believes is representative of the items 
comprising the pertinent account balance or class of transactions.
□  The auditor should project his evaluation of the sample to the account 
balance or class of transactions from which he selected the sample.
Copies are available, at $1.35 each, from the AICPA order department.
The Institute’s auditing standards division has withdrawn SAS no. 18, Un­
audited Replacement Cost Information. This action results from the withdrawal 
by the Securities and Exchange Commission of its requirements for disclosure 
of replacement cost information effective for fiscal years ended after 
December 25, 1980; concurrent with the full effectiveness of FASB Statement 
no. 33, Financial Reporting and Changing Prices.
Final touches are being put on the program for the AICPA’s 94th annual 
meeting to be held in Chicago on October 4-6. The technical agenda will consist 
of both plenary and simultaneous sessions designed for wide appeal.
The program will begin with the annual business meeting, which will be 
addressed by William S. Kanaga, Institute chairman. Technical sessions will 
focus on such topics as a review of the year in Washington; federal taxation; 
developments in accounting, auditing, and accounting and review services, 
as well as topics of interest to members in industry. A highlights program, with 
registration information, will be sent to members later this month.
At a recent meeting, the International Federation of Accountants approved the 
statement entitled IFAC/IASC Mutual Commitments, which denotes the re­
lationship formally proposed between IFAC and the International Accounting 
Standards Committee (IASC). A formal relationship between the two inter­
national bodies had been previously proposed by a Joint Working Party which 
has been studying the two groups’ relationship since 1978 (see April 13 Letter). 
The recommendations will now be formally considered by IFAC this month 
and, if approved, be put forth for ratification by the member bodies at the 
International Congress to be held in Mexico in October 1982.
Copies of the statement may be obtained shortly from IFAC, 1270 Avenue 
of the Americas, New York, New York 10020.
In other matters, IFAC approved for publication the following documents 
prepared by its ethics committee:
□  Two guidance statements entitled Advertising, Publicity and Solicitation 
and Professional Competence.
□  Two exposure drafts of statements entitled Integrity, Objectivity and 
Independence and Confidentiality.
These papers will be available next month from the AICPA order depart­
ment: Guidance statements, $2.00 each; exposure drafts, free (up to 20 copies).
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Washington Briefs T&E Reporting Eased  — Beginning with the 1981 tax year, corporations will no
longer have to separately identify on Form 1120 the amount of travel, entertain­
ment and gifts claimed elsewhere on their returns. The action, in IR 81-51, 
of dropping this question from the return, said the IRS, does not affect the 
substantiation requirements for these expenses.
Small Business Assistance Legislation  — Senator William Armstrong (R-Colo.) 
recently introduced a bill aimed at providing incentives for new and existing 
small business ventures. Among other things, the bill (S 1097} would
□  Establish a rollover provision for a taxpayer selling his total interest in an 
unincorporated business and reinvesting the proceeds in another qualifying 
venture within 18 months, to recognize no gain at that time.
□  Provide for rapid amortization, over a 36-month period, of federally required 
plant and equipment expenditures.
The bill would also grant a tax credit of $5 for each form or document 
a small business is required to file under federal law.
Voluntary W ithholding for Annuities — The IRS, in proposed regulations issued 
recently, would permit a payee of an annuity to request that the payer of the 
annuity withhold a specific dollar amount from each payment as a voluntary 
withholding of income tax due. The payer must comply with the request until 
the payee terminates the request, said the IRS.
Three Tax Shelter Rulings — The IRS has issued the following rulings dealing 
with tax shelters:
□  Rev. Rul. 81-149 concerns arrangements to generate interest deductions for 
corporations.
□  Rev. Rul. 81-150 concerns the deductibility of management fees paid by 
a limited partnership prior to starting the partnership business.
□  Rev. Rul. 81-153 deals with the amortization of expenditures incurred by
a partnership in the sale of limited partnership interests and the deductibility 
of representation fees paid by investors in connection with such purchases.
Access to Tax Workpaper Revision — As announced in a recent speech by IRS 
Commissioner Egger (see May 25 Letter), revised guidelines to be followed 
by IRS agents before any tax accrual workpapers may be requested were 
issued May 14 and effective at that time. Sections 4024-4026 of the Internal 
Revenue Manual are affected by the revisions, which are intended to control 
intrusive practices in the examinations area.
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FASB Issues Two 
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Financing
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Industry
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The Financial Accounting Standards Board issued this month FAS no. 48 
specifying how an enterprise should account for sales on which the buyer has a 
right to return the product. The statement, Revenue Recognition When Right o f  
Return Exists, states that revenue from those sales shall be recognized at the 
time of sale only if the following conditions are met:
□  The price is substantially fixed or determinable at the date of sale.
□  The buyer has paid the seller, or is obligated to do so and the obligation is not 
contingent on resale of the product.
□  The buyer bears a risk of loss from theft, physical destruction or damage 
to the product.
□  The buyer acquiring the product for resale has economic substance apart 
from that provided by the seller.
□  The seller has no significant obligations for future performance to directly 
bring about resale of the product.
□  Future returns can be reasonably estimated.
If all the stated conditions are met, sales revenue and cost of sales reported 
in the income statement are required to be reduced to reflect estimated returns.
Statement no. 48 is effective for fiscal years beginning after June 15,1981, 
with earlier application encouraged. Contact Order Department, FASB, High 
Ridge Park, Stamford, Conn. 06905 for prices and further information.
The FASB also recently issued FAS no. 49, Accounting for  Product Financing 
Arrangements, which specifies criteria for determining when an arrangement 
involving the sale of inventory is in substance a financing arrangement.
A product financing arrangement, says the statement, is a transaction in 
which a company sells and agrees to repurchase inventory with the repurchase 
price equal to the original sale price plus carrying and financing costs, or other 
similar transactions. FAS no. 49 requires that a product financing arrangement be 
accounted for as a borrowing rather than as a sale.
The statement confirms certain accounting principles set forth in SOP 78-8, 
Accounting for Product Financing Arrangements, and establishes accounting 
and reporting standards for product financing arrangements.
FAS no. 49 is effective for product financing arrangements entered into after 
June 1 5 , 1981. For further information, contact the FASB.
An exposure draft encompassing four proposed statements in the entertainment 
industry has been released by the FASB. In each case, the proposed statement 
would extract the specialized accounting principles and practices from AICPA 
Statements of Position (including one industry guide) and establish standards 
of financial accounting and reporting in these areas.
The areas are motion picture films, broadcasting, cable television, and 
records and music. Up to five free copies of the draft are available, until the 
comment period ends on September 11, from the FASB’s order department.
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FASB Issues 
Invitation to 
Comment on 
Changing Prices
The FASB has issued an invitation to comment on the need for research on 
financial reporting and changing prices.
The invitation states that, while the board may undertake or sponsor a 
limited amount of research in this area, it envisions its main role as monitoring 
research by others with a view to using the results in making its decisions.
The document’s purpose is to encourage people to undertake needed 
research. It explains the need for such research and gives illustrations of projects 
that may be useful. While the board expects to make a comprehensive review 
of FAS no. 33 within the next three years, it does not expect research to cease 
at that time. Copies of the invitation are available from the FASB.
Supreme Court 
Reverses IRS on 
Meals and Lodgings
The U.S. Supreme Court, earlier this month, ruled that the Internal Revenue 
Service can’t collect unemployment and Social Security taxes on meals and 
lodging provided to workers by employers. The Court threw out the IRS 
regulation requiring employers to treat fringe benefits as if they were wages in 
figuring unemployment and Social Security taxes. The job-related benefits 
aren’t wages under federal law, said the Court.
In the case (Rowan Companies v. U.S., no. 80-780), the Court said it would 
be “contradictory” to treat the benefits as wages for unemployment and Social 
Security taxes and to exclude them from income taxation.
In other matters concerning fringe benefits, 64 senators, in a recent letter to 
Treasury Secretary Donald Regan, urged a halt to IRS attempts to tax employee 
fringe benefits. “We strongly urge you to halt the publication of such regulations 
because there is no possibility that the Congress will allow such regulations to 
ever take effect. . .” the letter noted. Senator Roger W. Jepsen (R-Iowa), vice 
chairman of the joint economic committee, initiated the letter.
AICPA Installs 
Special Toll-free 
Telephone Numbers
The Institute has installed incoming, toll-free telephone numbers for member 
inquiries addressed to the library or the technical information service. Each 
number has a backup line with its own answering device to enable the staff to 
receive and record messages if the main line is busy. This new service has been 
established in response to the recommendations in the report of the special 
committee on small and medium sized firms issued last fall.
This WATS service is completely separate from the rest of the AICPA’s 
telephone service, so calls cannot be transferred to any other extension at the 
Institute. It can only be used for calls directed to the library or the technical 
information service.
The numbers, which are now in service, are as follows:
Library — United States (800) 223-4046 
except, New York State (800) 522-5434
Technical Information Service —
United States (800) 223-4048 
except, New York State (800) 522-5430
These numbers are incorporated in the Activities List, a supplement to this 
issue of the Letter.
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AICPA SERVICES
The following list provides the direct telephone numbers for principal AICPA 
services and staff activities. Please retain it for prompt service on your inquiries.
Most Frequently Requested Services
Benevolent Fund
Continuing Professional Education
General CPE information 
Individual Study Courses 
Ordering
Other information 
In-house programs 
Videotape programs
Insurance and Retirement Programs
Members’ Retirement Plan, Group Life 
and CPA Plans 
Liability Insurance
For specific information on 
administration of the plans, policies, 
premiums or refunds:
Liability Plans:
(212) 575-6202
7644
6426
5524
6643
6231
6383
3852
Life and Retirement Plans:
Library Services
Rollins Burdick 
Hunter Co. 
toll free (800) 221-4722 
Rollins Burdick 
Hunter Co.
(212)661-9000
toll free —  United States (800) 223-4046 
except, New York State (800) 522-5434
Membership Records (Including address changes} 
Professional Ethics
Independence and Behavioral Standards 
Technical Standards
Publication Sales and Other Orders
Account Balances, Payments,
Receivables and Refunds 
Circulation —  Magazines 
Order Department— Misc. Publications
Technical Information Service*
(212) 575-6421
6299
6214
6459
6418
6426
toll free —  United States (800) 223-4048 
except, New York State (800) 522-5430
Committee Appointments
Division for CPA Firms
Quality Control Review 
Private Companies Section 
SEC Practice Section
Exam inations
Principal Staff Activities
Torny Berntsen
Thomas Kelley 
John Mitchell 
Stanley Weiss
Mitchell Rothkopf
(212) 575-6449
6396
6359
6367
6495
Government Relations
Federal Government Relations. 
Federal Legislative Affairs 
Federal Taxation
International Relations 
International Accounting standards 
International Auditing Standards 
Management of an Accounting 
Practice 
Meetings and Travel 
National Automated Accounting 
Retrieval Service (NAARS) 
Practice Review
Publications (Editorial)
Journal of Accountancy
Newsletters
CPA Client Bulletin 
The CPA Letter 
The Practicing CPA 
The Tax Adviser 
Washington Report
Regulation
Professional Ethics 
State Legislation 
Joint Trial Board
Relations with Members and 
Other Groups 
Relations with Educators 
Industry Member Programs and 
Small business 
Development 
(Minority)
Minority Recruitment and 
Equal Opportunity 
Public Relations
State Society Relations
Technical Standards*
Accounting and Review 
Services 
Accounting Standards 
Auditing Research 
Auditing Standards 
Computer Services 
Management Advisory 
Services 
Quality Control Standards
Joseph Moraglio 
Nicholas Nichols 
Kenneth Thomas
Donovan Roberts 
Paul Rosenfield 
Thomas Kelley
Nancy Myers 
Douglas Heath
Hortense Goodman 
Beatrice Melchor
Lee Berton
Roderic Parnell 
Arthur Lodge 
Stephen Collins 
Graham Goddard 
Eugene Linett 
James Kovakas
Herbert Finkston 
William Crane 
William Tamulinas
James MacNeill
Nancy Myers
Sharon Donahue 
Bradford Smith 
Carol McAvoy
John Shohet 
Paul Rosenfield 
Dan Guy 
D. R. Carmichael 
Alan Frotman
Monroe Kuttner 
Thomas Kelley
(202) 872-8190 
8190 
8190
(212) 575-6471 
6368 
6656
6436
6451
6393
6290
6272
6274
6277
6273
6278 
6314
(202)872-8190
(212) 575-6209 
6210 
3852
6357
6436
7641
3877
3882
6392
6368
6377
3865
6297
6363
6396
*Note: Inquiries on publications sent to members should be referred to the Order Department and not to 
the division issuing them. Also, all accounting and auditing practice questions should be directed to the 
Te ch nical Information Service.
STAFF —  AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
PRESIDENT
P.B. Chenok
VICE PRESIDENT— 
COMMUNICATIONS 
& EDUCATION
VICE PRESIDENT— 
GOVERNMENT 
RELATIONS
VICE PRESIDENT— 
AUDITING
VICE  PRESIDENT—
TECHNICAL
VtCE PRESIDENT— 
REVIEW & 
REGULATION
VICE PRESIDENT— 
ADMINISTRATIVE 
SERVICES
GENERAL COUNSEL 
& SECRETARY
D. Roberts T. Barreaux D. Carmichael T. Kelley W. Bruschi D. Adams D. Schneeman
MANAGING DIRECTOR— 
CPE
R. Cruse
INDUSTRY & 
PRACTICE 
MANAGEMENT
N. Myers
PUBLIC
RELATIONS
B. Smith
PUBLICATIONS
RELATIONS WITH 
EDUCATORS
J. MacNeill
STATE
SOCIETY
RELATIONS
D. Roberts
& Travel
FEDERAL
GOVERNMENT
RELATIONS
J. Moragtlo
FEDERAL
LEGISLATIVE
AFFAIRS
N. Nichols
FEDERAL
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NOTICE OF AICPA PUBLIC MEETINGS
Auditing Standards — The auditing standards board will hold an open meeting in the AICPA 
boardroom, New York, on July 14-16 starting at 9:00 a.m. each day. The agenda will be reported 
by the meetings telephone information service.
The next meeting is scheduled for August 25-27 in New York.
Federal Taxation — The federal taxation executive Committee will hold an open meeting on 
July 16-17 in the AICPA’s Washington office starting at 9:00 a.m. each day. The agenda follows:
July 16 — a.m.
□  Recommended Tax Law Changes. (Consider draft for publication.)
July 16 — p.m.
□  Response to Section 385 Regulations. (Report of task force.)
□  Meeting with IRS on Tax Form Recommendations. (Report of task force.)
July 17 — a.m.
□  Study of Tax Law Changes to Encourage Savings and Investment. (Report of task force.)
July 17 — p.m.
□  Agenda for Meetings with Government Tax Officials. (Report of task force.)
The next meeting of the committee is scheduled for October 28-29 in Washington.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
Accounting and 
Auditing Conference 
Set for August
IFAC Approves 
Two Guidelines; 
Exposes Draft
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The AICPA’s second annual National Conference on Accounting and Auditing is 
slated for August 13-14 at the Fairmont Hotel in Denver. It is designed to 
update practitioners on recent technical developments likely to affect their 
accounting and auditing practices.
Speakers include Philip B. Chenok, Institute president, delivering a “state of 
the profession” message; Robert K. Mautz, chairman of the governmental 
accounting standards board organization committee; and Glen Hildebrand, 
assistant director of research and technical activities of the Financial Accounting 
Standards Board. Other subjects to be covered include improving sampling in 
audit practice, the market for compilation, review and audit services, and 
personal financial statements.
Registration is $200. For further information, contact the AICPA meetings 
department.
At a recent meeting, the International Federation of Accountants took the 
following actions:
□  Approved International Auditing Guideline no. 5, Using the Work of an Other 
Auditor, which describes procedures a principal auditor should perform 
when he intends to use the work of an other auditor.
□  Approved International Auditing Guideline no. 6, Study and Evaluation of 
the Accounting System and Related Internal Controls in Connection with an 
Audit. This statement describes the components of internal control and 
the audit procedures necessary for the study and evaluation of internal 
control.
Copies of both papers are available from the AICPA order department 
at $1.50 each.
Also, IFAC approved Using the Work of an Internal Auditor, Exposure 
Draft 10. The draft provides guidance as to the procedures which should be 
considered by the independent auditor in assessing the work of the internal 
auditor for the purpose of using that work. Copies of the draft are expected to 
be available in early August from the AICPA order department.
- 6 -
Washington Briefs Legislation to shield tax tapes — Legislation to ensure that IRS tax audit selec­
tion procedures are not disclosed to the public was recently introduced by 
Senator Robert Dole (R-Kans.), at the request of the Administration. “Maintain­
ing the IRS’s data base for its Taxpayer Compliance Measurement Program far 
outweighs any legitimate public interest in its disclosure or any benefits to be 
derived,” said the Senator. The bill (S 1308) will be considered by the Senate 
Finance Committee, of which Senator Dole is the chairman.
Longstreth Expected to be Named to SEC — The White House is expected to 
nominate Bevis Longstreth, a New York lawyer, to fill a vacancy on the 
Securities and Exchange Commission. Longstreth, a partner in the firm of 
Debevoise, Plimpton, Lyons & Gates, would replace Stephen J. Friedman, who 
announced earlier this year that he would leave the SEC this month.
Passage Urged for Taxpayer Bill — AICPA Board Vice-Chairman George D. 
Anderson of Helena, Montana, speaking on behalf of his firm, recently urged 
favorable action on “The Taxpayers’  Bill of Rights Act” (see April 27 Letter). 
Appearing before the Senate Subcommittee on Oversight of the Internal Revenue 
Service, Anderson said provisions of the bill “will act to assure taxpayers 
that they are protected from overzealous actions by individuals in the IRS.”
Extension on Windfall Profits Tax Filing — In IR-81-58, the IRS announced that 
the deadline for filing the first annual reconciliation of windfall profit tax 
deposits has been extended to August 31 from May 31.
Hearing Set on LIFO Proposals—The IRS will hold a public hearing on June 30 on 
its proposed rules that would simplify the LIFO method of inventory accounting. 
The proposals, made in January (see February 9 Letter), would allow taxpayers 
to compute a price index for valuing an inventory pool by using 80 percent 
of the percent change in selected consumer and producer price indexes.
Government Should Pay Interest On Overdue Bills — The government’s 
delinquent payments on goods and services is “one of the most pressing problems 
facing small businesses,” Senator Lowell Weicker (R-Conn.), chairman of the 
Senate Small Business Committee, said recently. Speaking at a hearing on a bill 
(S 1131) which would require the government to pay interest on accounts 
more than 30 days overdue, the Senator said: “Small businesses have to 
pay their own bills on time or face severe interest charges. I think it’s only fair 
that the federal government should have to do the same.”
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FASB Exposes 
Revised Draft on 
Foreign Currency
Guidance for 
Construction 
Contractors to Be 
Issued
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board recently exposed a revised draft 
of its proposed statement on foreign currency translation. If adopted by the board, 
the proposal would replace its controversial Statement no. 8 on this subject. The 
proposed ruling, says the FASB, would reduce the fluctuations in reported 
earnings for many multinational companies caused by rate changes in the U.S. 
dollar against foreign currencies.
The most significant changes in the new proposal are in the determination 
of “functional currency” and in the addition of a provision for translating 
the currencies of nations experiencing hyperinflation. The functional currency 
approach generally considers the effect of exchange rate changes to be on the 
net investment in a foreign entity rather than on its individual assets and 
liabilities, as provided for in SFAS no. 8. The proposal calls for identifying the 
functional currency of each foreign entity in light of the circumstances relating 
to its operations, then translating all elements of the entity’s financial state­
ments from its functional currency to dollars using the current exchange rate. 
Under SFAS no. 8, monetary items such as cash, receivables, payables and 
debt are translated at the current exchange rate, but fixed assets and inventories 
are translated at historic exchange rates. The effects of changes in exchange 
rates on monetary items are reported as gains or losses in determining income.
The controversy doesn’t appear to have disappeared. The proposal was 
adopted by a four-to-three vote, with the dissenters issuing strongly worded 
opinions. The board notes it hopes to issue a final rule later this year, after 
considering all public comments.
Comments are due by September 28. Up to five free copies of the draft are 
available by contacting Order Department, FASB, High Ridge Park, Stamford, 
Conn. 06905.
The Institute’s accounting standards division will shortly issue two documents 
aimed at consolidating and interpreting current standards for construction 
and contract accounting. SOP 81-1, Accounting for Performance of Construction- 
Type and Certain Production-Type Contracts, provides guidance on the 
application of generally accepted accounting principles in accounting for the 
performance of contracts for which specifications are provided by the customer 
for construction of facilities or production of goods, or provision of related 
services. Because of complexities in this area of accounting, the division 
believes guidance is now needed.
The second document, Audit and Accounting Guide: Construction Con­
tractors, supersedes the 1965 AICPA industry audit guide, Audits of Construction 
Contractors, and incorporates the guidance in SOP 81-1. The guide applies to 
financial reporting and auditing in the construction industry, although the 
guidance provided may also be useful in other industries for companies whose 
business involves construction-type contracts.
Both documents will be available later this month from the AICPA order 
department. The SOP is $2.25 per copy and the guide is $6.80 to members.
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AICPA Changes 
Toll-free Numbers
As reported in the June 22 Letter, the AICPA has established incoming toll-free 
telephone lines for inquiries to the library and the technical information 
service. These are separate systems and calls cannot be transferred.
Unfortunately, the telephone company’s initial installation failed to include 
Alaska, Hawaii, Puerto Rico and the U.S. Virgin Islands as had been specified. 
To correct the situation, the overall U.S. numbers (except for New York State) 
had to be changed. The correct numbers are 
Library — United States: (800) 223-4155
New York State only: (800) 522-5434 (no change)
Technical Information Service —
United States: (800) 223-4158
New York State only: (800) 522-5430 (no change)
Please note the changes on the Activities List in the June 22 Letter.
AICPA Insurance 
Refund Due
The 1981 refund of the AICPA Insurance Trust is slated for payment this month
— approximately $23,000,000. Refund rates applicable to contributions to the 
CPA Plan during the 12-month period ended September 30, 1980, are as follows:
Age
Classification
Under 35 
35-49 
50-59 
60-64
65 and over
Payment Basis Elected and Contributions Paid
Annual*
86%
75
57
43
10
Semiannual*
81%
70
52
38
5
Monthly
76%
65
47
33
*Refund percentages include bonus refunds for eligible individuals electing and 
remitting contributions on an annual or semiannual basis. Such bonus refunds are 10% 
and 5%, respectively.
Eligible firms under the Group Insurance Plan will receive a 60% refund 
for those without dependent coverage and 55% for those with such coverage.
Life insurance in force under the Institute’s plans is over $9 billion. At 
present there are over 77,000 participants in the CPA Plan and some 75,000 
people are covered under the Group Insurance Plan.
Invitations to commence or increase participation under the life insurance 
plans are scheduled for mailing in late August. AICPA members should 
contact the Plan Agent: Rollins Burdick Hunter Co., 605 Third Avenue, New 
York, N.Y. 10158 (800/221-4722 — in New York call collect 212/661-9000).
The AICPA’s awards committee has announced that it has selected two 
Institute members to receive the gold medal award for distinguished service. 
Committee Chairman Ralph Kent said that the awards will be presented at 
the 1981 annual meeting in October to
□  Herbert E. Miller, professor and director of the School of Accounting at the 
University of Georgia.
□  Walter J. Oliphant, retired senior partner of Arthur Andersen & Co. and 
former president of the AICPA (1971-72).
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Miller and Oliphant to 
Receive Gold Medal 
Awards
ASB Exposes Draft 
on Mineral Reserves
Shad, Chenok Testify 
on Easing of FCPA 
Provisions
Honorary 
Memberships 
Awarded to 195
The Institute’s auditing standards board has approved for issuance an exposure 
draft of a proposed statement on auditing standards entitled Supplementary 
Mineral Reserve Information, which is planned for release later this month 
for a 90-day comment period. It proposes guidance for independent auditors 
involved with mineral reserve information which certain producing companies 
are required to present outside their basic financial statements. The proposal 
applies to supplementary information on mineral reserve quantities and prices 
required by the Financial Accounting Standards Board.
The proposal requires auditors to question management of mineral 
producing companies on the preparation and presentation of reserve information. 
The inquiry would cover such factors as the qualifications of the mining 
engineer or geologist estimating reserve quantities, whether the methods and 
bases are documented and how the market price information was calculated. 
In addition, the auditor must call attention to the omission of required 
supplementary information, any material departure from FASB guidelines, or 
inability to apply the limited procedures required by the proposal.
A limited number of free copies of the draft will be available later this 
month from the AICPA order department.
Last month, hearings were held before the Senate Banking Committee on a bill 
designed to simplify and clarify the provisions of the Foreign Corrupt Practices 
Act. The bill, S 708, introduced by Senator John Chafee (R-R.I.), would include 
materiality and scienter requirements as well as transferring to the Justice 
Department all jurisdiction for enforcing the act’s antibribery provisions.
SEC Chairman John S. R. Shad, in his testimony, said that the act has created 
unintended difficulties and substantial confusion for American companies 
and that the proposed bill effectively addresses these concerns. Shad proposed 
a revised definition of materiality in that it should include a threshold 
standard for accuracy of corporate books, records and internal controls which 
a “prudent man” would require in the management of his own affairs.
AICPA President Philip B. Chenok said that the Institute generally favors 
the Chafee bill’s amendments to the act’s accounting provisions. Specifically, 
he added, the AICPA favors
□  Explicit statutory recognition that “business judgment, grounded on an 
evaluation of relative costs and benefits, should govern the detail and extent 
of recordkeeping and internal control procedures.”
□  Addition of a scienter standard (covering only knowing violations).
□  Inclusion of a materiality standard in both the recordkeeping and internal 
control requirements of the act.
In another action, the SEC, in an unusual move, has made public the 
correspondence with Arthur Andersen & Co. regarding the firm’s practices, 
procedures and policies as they relate to questionable payments overseas. The 
release of the correspondence, in question and answer form, is the first time that 
the SEC has done this, according to the commission.
Recently 195 members joined the ranks of honorary members of the AICPA, 
bringing the current total of members in this select group to 1,453. The category 
of honorary member was created by the board of directors in 1971 and limited 
to those CPAs who have been members of the AICPA for 50 years. In 1976 
the figure was reduced to the current requirement of 40 years.
Honorary membership carries with it all the rights and privileges of a 
member in good standing and includes a permanent waiver of dues in recognition 
of long-time support of the profession.
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AcSEC Withdraws 
Guide on Franchise 
Fees and Two SOPs
Ethics Interpretation 
on Governmental 
Audits Issued
Canada Creates 
Governmental 
Standards Body
Recent AICPA 
Publications
Since authoritative guidance is now provided by the Financial Accounting 
Standards Board’s Statement nos. 45, 48 and 49 on franchise fee revenues, 
right of return and product financing (see March 23 and June 22 Letters), the 
accounting standards executive committee has withdrawn the following:
□  Industry Accounting Guide, Accounting for Franchise Fee Revenue.
□  Statement of Position (SOP] 75-1, Revenue Recognition When Right of Return
Exists.
□  SOP 78-8, Accounting for Product Financing Arrangements.
These publications will no longer be sold and will be removed from lists 
and indexes of AICPA publications.
Recently, the executive committee of the AICPA’s professional ethics division 
approved Interpretation 501-3, Failure to Follow Standards and/or Procedures 
or Other Requirements in Governmental Audits. This interpretation informs 
members that when an engagement is accepted to perform governmental audits of 
the kinds specified and an obligation undertaken to follow specified govern­
mental audit standards or procedures, failure to do so is an act discreditable 
to the profession in violation of Rule 501, unless the report discloses the 
fact that such requirements were not followed and the pertinent reasons.
The committee also deleted Ethics Ruling 168, Audit Guides Issued by 
Governmental Agencies, on the basis that it is being replaced by new Interpreta­
tion 501-3.
The interpretation will be published in the August Journal of Accountancy.
The Canadian Institute of Chartered Accountants recently established a new 
standard-setting body “to recommend accounting and auditing principles and 
practices for use by governments.” The CICA said that the new body —the 
government accounting and auditing committee — would work toward developing 
more easily understood and more compatible financial data from governments.
Chairing the new body will be N. Glenn Ross, FCA, a partner of Coopers 
& Lybrand, Ottawa, who was chairman of the CICA study group that produced 
Financial Reporting by Governments, a comprehensive study of present practice. 
The committee’s 13 members are being drawn from both the public and 
private sectors, and will include both preparers and auditors of financial state­
ments, according to Ross.
Computer Services Guideline: Audit and Control Considerations in a Mini­
computer Environment — This study is intended as a basic guide to help 
practitioners plan and conduct an audit when a minicomputer is used to process 
significant accounting data. It examines control-related characteristics of the 
minicomputer environment and provides guidance on the various audit and 
control factors to be considered. Price is $7.50; $6 to members.
 
The Institute recently published an explanatory leaflet for distribution to 
clients which explains in simple terms the nature and purpose of an engagement 
letter. The leaflet, The Engagement Letter, explains why such a letter is 
important and desirable; how it benefits management; why it should be kept 
current; and why signing such a letter doesn’t change the relationship between 
management and the CPA. Copies to members are $3 for the minimum order 
of 25 copies and 12 cents each for additional copies.
Both publications may be obtained from the AICPA order department.
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On May 1, 1981, a hearing panel of the Joint Trial Board Division’s Regional 
Trial Board XII voted to expel David Considine of Providence, Rhode Island, 
from membership in the AICPA for committing an act discreditable to the 
profession in violation of the Institute’s Code of Professional Ethics and for 
failing to cooperate with the ethics charging authority in its disciplinary 
investigation of him in violation of the Institute’s bylaws.
The ethics committee’s charges were based on Mr. Considine’s admission 
to the Massachusetts Board of Public Accountancy that he had misappropriated 
client funds. He did not respond to the committee’s inquiries concerning the 
matter and did not attend the hearing.
Mr. Considine had submitted a letter requesting to resign from membership 
in the AICPA. The request was denied by the hearing panel. He did not request 
a review of the decision that he be expelled from membership and, therefore, 
it became effective on May 31, 1981.
The Accountants for the Public Interest (API) recently issued a report examining 
accounting practices affecting $90 billion in governmental spending. The report 
entitled Government Audit Maze —A New Perspective says that governmental 
auditing procedures are not accomplishing their primary goals and that the 
highly complex government audit system is not functioning efficiently. The 
report also focuses on the progress being made, including the single audit 
approach for grants. Recommendations for future action are also included.
Copies of the report are available for $6 from the API, Suite 808, 45 John 
Street, New York, New York 10038.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards
The accounting standards executive committee will hold an open meeting on July 29-31 at the 
Little America Westgate Hotel in San Diego starting at 8:30 a.m. each day. The agenda follows. 
July 29
□  Bank Audit Guide. (Consider draft for publication.)
□  Disclosures on Oil and Gas Producing Activities. (Consider comment letter.)
July 30
□  Depreciation of Income Producing Real Estate. (Consider issues paper.)
□  Program Accounting. (Consider draft statement of position for exposure.)
July 31
□  Accounting by Agricultural Producers and Cooperatives. (Consider issues paper.)
□  Employers’ Accounting for Pensions and Other Postemployment Benefits. (Consider comment 
letter.)
□  Accounting for “Ameribonds.” (Consider accounting issues.)
Auditing Standards
An open meeting of the auditing standards board will be held on August 25-27 in the AICPA 
boardroom, New York, starting at 9:00 a.m. each day. The agenda will be reported by the meetings 
telephone service.
CPA Examinations
The board of examiners will have an open session of their meeting on August 31 at the Fairmont 
Hotel in Denver from 1:30-2:30 p.m. to discuss the proposed content specification outlines for the 
uniform CPA examination and consider a draft for publication.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
API Issues 
Governmental 
Accounting Report
AICPA Member 
Expelled
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Washington Briefs GAO Issues Revised Standards -  The General Accounting Office recently issued 
a revised edition of Standards for Audits of Governmental Organizations, 
Programs, Activities and Functions, which was first published in 1972. The 
standards must be used by federal auditors for audits of federal organizations 
and programs, and funds received by contractors, nonprofit organizations and 
other entities. Copies may be obtained from the U.S. Government Printing 
Office, Washington, D.C., at $4 each.
Fedders to Replace Sporkin at SEC —A  Washington, D.C. lawyer, John M. 
Fedders has been chosen to succeed Stanley Sporkin as head of the SEC’s 
division of enforcement. Fedders, a specialist in “white collar crime” cases, is a 
partner in the law firm of Arnold & Porter.
Donald Scantlebury Dies — Chief Accountant of the GAO and Director of its 
Accounting and Financial Management Division, Donald L. Scantlebury died 
last month. Among other things, he was a member of the AICPA council and had 
served on the federal government executive committee and the auditing 
standards advisory council.
Fringe Benefit Rules to Be Delayed — In a Treasury Department Release, the 
IRS said that no new regulations or rulings on the tax treatment of fringe 
benefits will be issued before July 1, 1982. The delay is expected to provide time 
for joint action by the Treasury and Congress in resolving problems in 
applying and enforcing a tax on fringe benefits.
Government Debt Collection Bill — A bill introduced on behalf of the Adminis­
tration by Senator Charles Percy (R-Ill.) is aimed at helping collect unpaid 
debts owed to the federal government. The bill would allow agencies to deduct 
a portion of a federal employee’s salary to satisfy such debts; notification 
of delinquent debtors to be sent to credit bureaus; and agencies to disclose 
to private debt collectors addresses obtained from IRS records.
Tax Conference Set for Fall — The Sixth Annual National Conference on Federal 
Taxes, sponsored by the Institute’s federal tax division, will be held at the Capital 
Hilton in Washington, D.C., on October 26-27. In addition to bringing participants 
up-to-date on recent changes, leading tax authorities will discuss such areas 
as capital cost recovery, income tax aspects of divorce, accounting method 
changes, and 1981 in perspective. Fee is $200. For further information, contact 
the AICPA meetings department.
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Board of Directors 
Meeting Highlights
FAF Supports 
Creation of 
Governmental 
Accounting Board
FASB Holds Hearing 
on Accounting for 
Pensions
A Semimonthly News Report Published by the AICPA
The AICPA board of directors took these actions at its July meeting:
□  Determined that, under the expense reimbursement policy established by 
council, committee members seeking reimbursement of expenses in connec­
tion with attendance at meetings can claim up to $150 per day for actual 
costs of hotel, meals and transportation to and from airports. Also, the
cost of coach airfare will be reimbursed.
□  Adopted a policy statement deploring discrimination by size of firm in loan 
agreements and other documents.
□  Endorsed an approach suggested by the Financial Accounting Foundation 
for a new organization to be established under the FAF’s oversight to set 
state and local government accounting and reporting standards.
The Financial Accounting Foundation, in a letter last month, supported a 
proposal to establish a separate accounting standards board for state and local 
governments. The FAF told the organizing committee for the proposed board 
(see February 23 Letter) that it could support the proposed board, provided 
certain conditions are met. The proposed GASB would be modeled after the 
Financial Accounting Standards Board and be under FAF oversight.
In other Foundation actions, Paul Lambert, Jr., was elected last month to fill 
the vacancy on the FAF’s board of trustees created by William Gregory’s 
death. The three-year term runs until December 31, 1983. Lambert, a sole 
practitioner in Washington, D.C., has served as an AICPA vice president and as 
a member of the Institute’s board of directors.
“Pension reporting is a high visibility subject —one that will attract attention 
from all sides,” said Donald Kirk, chairman of the Financial Accounting 
Standards Board, at the board’s public hearing on accounting for pensions, held 
July 13-15 in New York. Nearly 40 speakers representing companies, profes­
sional groups, academe and the accounting profession made presentations on 
issues raised in the board’s discussion memorandum, Employers' Accounting for 
Pensions and Other Postemployment Benefits. The memorandum, issued last 
February, is the first step in a project on how employers should account 
for the obligations and costs incurred in connection with pension benefits.
A majority of the commentators, according to Kirk, favored minor, if any, 
revisions in pension accounting as currently prescribed by APB Opinion no. 8. 
Added Kirk: “They would retain the link between pension accounting method 
and pension funding method because, in their view, the employer’s liability is 
discharged by contributions to the plan.” A few respondents urged that 
employers’ pension obligations be recognized as liabilities on the balance sheet.
Kirk also noted that possibly before year-end, the board will publish 
its tentative conclusions on the issues stemming from the hearing and the 
discussion memorandum. In another phase of the project, the board plans to issue 
another discussion memorandum on additional technical issues arising from 
these conclusions, probably early next year.
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Booklet on Proposed 
AICPA Bylaw 
Revisions Issued
The Institute recently mailed to all members a ballot and a booklet containing 
background on proposed changes in the AICPA’s bylaws as developed by the 
special committee on bylaws. The booklet contains marginal notes explaining 
the changes proposed and includes council resolutions, adopted at May’s 
council meeting, which would take effect upon membership approval of the 
revised bylaws. The proposals have been recommended by the Institute’s board 
of directors. The draft reflects changes made by council.
While many of the changes clarify existing language, others reflect the 
growth in membership. For example, the bylaw proposal would increase from 
200 to 500 the number of members needed to constitute a quorum for conducting 
business at any Institute meeting. Also, the nominations committee would 
be increased from seven to eleven members.
In order to become effective, the proposals must be approved by two-thirds 
of the members voting. Ballots must be received by October 15 to be valid.
New Hampshire 
Board of
Accountancy Stays
The New Hampshire Board of Accountancy stays in business, thanks to 
legislation signed on June 30 —only one day before the board would have been 
terminated under provisions of the state’s Sunset Act. Earlier this year (see 
January 26 Letter) the staff of the state legislature’s Joint Committee on 
Review of Agencies and Programs issued a report recommending termination 
of more than 50 agencies, including the accountancy board.
The New Hampshire State Society effectively lobbied for reenactment of 
the accountancy statute. William Bruschi, AICPA vice president — review and 
regulation, testified at the public hearing in April. In the reenactment process, 
some revisions were added to the state’s accountancy statute, including the 
following: mandatory continuing professional education; CPA candidates are 
required to be of “good professional character,” rather than “good moral 
character;” the state board of accountancy is now composed of three CPAs, one 
public accountant and one public member; and biennial instead of annual 
renewals will now be required.
Commenting on the legislative outcome, Richard H. Clough, executive 
director of the New Hampshire Society, said: “We were confident from the 
beginning that we would win the battle, but it sure was a cliffhanger.”
The Institute’s accounting standards division recently issued a statement of 
position (SOP 81-2) entitled Reporting Practices Concerning Hospital-Related 
Organizations. Prepared by the subcommittee on health care matters, the 
statement proposes revisions to the AICPA Hospital Audit Guide for considera­
tion by the Financial Accounting Standards Board.
The subcommittee believes further guidance is needed in regard to com­
bined reporting for not-for-profit hospitals and related organizations. The 
statement clarifies how these institutions should report their financial relation­
ships with organizations such as foundations, auxiliaries and guilds. The 
SOP would be effective for financial statements for fiscal years beginning on 
or after July 1, 1981, with earlier application encouraged.
Copies of the statement of position are available from the AICPA order 
department at $1.75 each.
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SOP on Hospital- 
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The number of college students graduating with accounting majors will grow 
more than 19 percent by 1985, but this increase should be absorbed by rising 
demands by accounting firms. The number of students with master’s degrees 
in accounting will increase at a higher rate than those with bachelor’s degrees.
These are some of the conclusions drawn from the recently published 11th 
annual study, The Supply of Accounting Graduates and the Demand for Public 
Accounting Recruits, made by the AICPA. The survey covers a stratified sample 
of 222 public accounting firms and 696 colleges and universities as to their 
projected manpower needs and the supply of accounting graduates. Some other 
conclusions of the study include
□  The proportion of accounting graduates expected to be recruited by the 
public accounting firms is expected to grow from 30 percent this year to 
33 percent in 1984-85.
□  The percentage of women accounting graduates is expected to increase 
from 39 percent this year to 43 percent by 1985. Women hired by accounting 
firms will increase from 34 to 37 percent over the same period.
“Although the survey shows that the number of accounting graduates will 
continue to grow through 1985, the rate of this increase is expected to decline 
gradually over the years surveyed,” according to James H. MacNeill, director 
of the Institute’s relations with educators division. Copies of the report are 
available free from the AICPA relations with educators’ division.
Report Published on 
Procurement and 
Performance of 
Audits
The final report of a colloquium jointly sponsored by the AICPA and the 
U.S. General Accounting Office, which was held last November, has been 
issued. The three-day meeting dealt with the procurement and performance of 
audits of governmental organizations and programs. Among the recommenda­
tions made by the participants are the following:
□  A guide should be prepared and published jointly by the AICPA and GAO 
to provide assistance in the preparation of requests for proposals and 
other important aspects of the procurement process.
□  The provisions of the Western Intergovernmental Audit Forum’s Guidelines 
for Preparation of Requests for Audit Proposals should be considered for 
incorporation in the recommended procurement guide.
□  Additional efforts should be made to ensure that appropriate recognition 
is given to certain “key” practices (such as the quality of previously 
performed audits] in the engagement of qualified auditors and the perform­
ance of quality engagements.
□  Continuing education courses should be reevaluated and timely instruction 
provided to practitioners, government auditors and procurement personnel.
Copies of the 110-page report can be obtained for $2 (to cover postage 
and handling) from the federal government division, AICPA, 1620 Eye Street, 
N.W., Washington, D.C. 20006.
NOTICE OF ANNUAL MEETING OF THE INSTITUTE
Notice is hereby given to the membership pursuant to Sections 5.1.1 and 5.1.3 of the bylaws that the 
regular annual meeting of the Institute will be convened at 9:00 a.m. on October 5, 1981, in the Grand 
Ballroom of the Marriott Hotel, Chicago, Illinois, to receive the report of the independent auditors, hear 
an address by Chairman William S. Kanaga and consider other business brought before the meeting. The 
Council meeting will be convened at 9:00 a.m. on October 3, 1981, in the Grand Ballroom I of the Marriott 
Hotel, Chicago, Illinois.
Donald J. Schneeman, Secretary 
New York, N.Y., August 3, 1981
Accountant Supply 
and Demand Study 
Issued
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Speakers Announced 
for AICPA Annual 
Meeting
Upcoming
Conferences
The Institute’s 94th annual meeting, set for Chicago on October 4-6, will 
provide an ample opportunity for CPAs, spouses and guests to participate in a 
wide variety of technical meetings as well as sampling the Windy City’s 
numerous cultural and social attractions (see June 8 Letter).
Sunday’s optional programs include a Lake Michigan highlights tour, a 
Chicago highlights trip and a tour of Oak Park, which contains many of Frank 
Lloyd Wright’s works. The opening reception will be at the Field Museum of 
Natural History. Tours for spouses on Monday and Tuesday will include trips 
to the Merchandise Mart, the Chicago Historical Society and other highlights 
of the city.
Plenary session speakers will be David Brinkley, NBC news commentator; 
Donald Kelly, president and chief executive officer of Esmark; and Senator 
Charles McC. Mathias, Jr. (R-Md.), who will speak on government regulation 
versus self-regulation relating to the accounting profession. Also, Minnesota 
Governor Albert H. Quie will be the guest speaker for the optional prayer 
breakfast.
A highlights program, with registration information, has been sent to 
members. For further information, contact the AICPA meetings department.
Management Advisory Services — The National MAS Conference will be held at 
the Amfac Hotel and Resort in Dallas on October 26-27. This year’s program 
includes three different full-day programs (one given on both days) and two 
half-day programs on MAS subjects of general interest. Also, there are half-day 
sessions on seven topics for practitioners wishing to participate in discussion 
groups. Registration is $175 for one day; $250 for two days.
Savings and Loan — A national conference sponsored by the Institute’s com­
mittee on savings and loan associations will be held September 17-18 at the 
O’Hare Marriott in Chicago. Among the topics to be discussed are emerging 
accounting and auditing issues affecting the field, tax planning and update, 
accounting for interest rate futures and forward contracts, and mergers, 
acquisitions and conversions. Fee is $225.
International Tax — The first International Tax Conference, sponsored by the 
Institute’s CPE division, will be held November 8-11 at the Plaza of the Americas 
Hotel in Dallas. It is aimed at increasing skills in international tax planning 
and tax compliance. Designed particularly for those engaged in international 
tax practice, the program focuses on both theory and international tax practice. 
Fee is $350.
For information on above conferences, contact the AICPA meetings department.
The Institute of Cost and Management Accountants of Pakistan will hold its 
national conference in Karachi on November 28-30. This conference will be 
followed by one-day conventions of accounting teachers and accounting 
students. The theme of the conference is “Management Accounting — Challenges 
and Prospects,” and will include both technical sessions and cultural programs. 
For further information, contact: Director, National Conference, ICMAP,
P.O. Box 7284, Karachi-3, Pakistan.
The American Academy of Actuaries and the Casualty Actuarial Society are 
jointly sponsoring a seminar in St. Louis September 9-10 on casualty loss 
reserves of insurance companies. The seminar, which deals with loss reserving 
techniques and loss reserve reports, may interest CPAs who audit property 
and casualty insurance companies. Contact AAA/CAS Casualty Loss Reserve 
Seminar, 1835 K Street, N.W., Suite 515, Washington, D.C. 20006 (202/223-8196).
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Ethics Committee 
Withdraws Two 
Documents. . .
. . .  and Proposes 
Modifications to 
“False, Misleading or 
Deceptive Acts”
The AICPA’s professional ethics executive committee has withdrawn Interpre­
tation 505-4, “Self-designation as Expert or Specialist.” It has also decided 
not to replace the interpretation with a proposed modification that had been 
exposed for public comment.
The AICPA’s legal counsel had advised the committee that the current 
prohibition in Interpretation 502-4 against members claiming to be an expert 
or specialist probably violates the antitrust laws and is, therefore, unenforceable. 
Comments on the proposed modification of the interpretation, which would 
have provided a basis for self-designating as a specialist, caused the committee 
to conclude that the proposal did not have sufficient support within the 
profession.
Pending investigations of complaints alleging violation of this interpretation 
will be closed with no action. Future complaints concerning a member who 
claims to be an expert or specialist in advertisements or other forms of 
solicitation will be investigated under Rule 502 of the ethics code and Inter­
pretation 502-2 to determine whether such designation is false, misleading or 
deceptive.
Also withdrawn was the exposure draft of a proposed revision to Interpretation 
101-2, “Retired Partners and Firm Independence.” The principal element 
prompting the withdrawal, as set forth in numerous responses to the draft, 
was the determination that a partner’s equity interest in his firm which remains 
unpaid after his retirement is not a “loan” as contemplated in Rule 101 A 3.
It was concluded that such equity interest is actually residual contributed capital 
and undistributed earnings accumulated during the partner’s tenure with his 
firm. Therefore, this provision (d) of the proposed revision should not be a 
factor in determining the firm’s independence. Since this provision was the 
major change in the exposure draft of the proposals, the committee decided that 
the balance of the proposals were not significant improvements over the 
existing interpretation.
In addition, four ethics rulings have been deleted as no longer appropriate 
as a result of the changes in the code affecting advertising and solicitation.
They are Changes of Control of Client Company (no.8), Trade Association 
Analysis (no.20), Trade Association Survey (no.21) and Firm Name on Tax 
Booklet (no.74).
An exposure draft issued by the professional ethics executive committee 
proposes two modifications of Interpretation 502-2, “False, Misleading or De­
ceptive Acts.”
The first proposal would end the current absolute prohibition against 
members making comparisons with other CPAs and permit such comparisons if 
“based on verifiable facts.” This change would be consistent with other 
language in the interpretation which permits self-laudatory statements based 
on verifiable facts.
The second proposal, which was prompted by a Derieux committee recom­
mendation, would add the following proscription to the list of activities that 
would be considered false, misleading or deceptive advertising or solicitation: 
a representation that “specific professional services in current or future 
periods will be performed for a stated fee, estimated fee or fee range when 
it was likely at the time of the representation that such fees would be substan­
tially increased and the prospective client was not advised of that likelihood.”
Comments should be received by the professional ethics division by 
October 16. Copies of the draft are available from the division.
- 6 -
IFAC Exposes Draft 
on Work of Internal 
Auditor
AICPA Member 
Expelled. . .
. . .  And Three 
Members Are 
Suspended
The international auditing practices committee of the International Federation of 
Accountants has exposed a draft auditing guideline entitled Using the Work 
of an Internal Auditor. The guideline would provide guidance as to procedures 
to be considered by the independent auditor in assessing the work of the 
internal auditor for the purpose of using that work. Included are the basic 
criteria for a general evaluation: organizational status of the internal auditor and 
any constraints placed on his work by management; scope of function including 
contents of assignments with which the auditor is charged; technical competence 
to ensure that work is performed by people with adequate technical training 
and proficiency as auditors; and due professional care in planning, supervision, 
review and documentation of internal audit work.
Copies are available from the AICPA order department. Comments are due 
by November 30 and should be addressed to Thomas P. Kelley at the AICPA.
At a meeting of a hearing panel of Regional Trial Board XI in New York on 
May 21, 1981, Carol M. Finegan of Brooklyn, New York, was charged with 
committing an act discreditable to the profession in violation of the AICPA 
code of professional ethics by refusing to return the books and records of a 
client after a written demand had been made for their return. She was also 
charged with violating the AICPA bylaws by failing to cooperate with the 
Institute’s professional ethics division in its investigation of the complaint which 
was filed by the client.
The hearing panel found Ms. Finegan guilty as charged and voted that 
she be expelled from membership in the AICPA, unless she returned all of the 
books and records which formed the basis of the complaint to the client, or 
to the client’s current CPA, by June 1, 1981. In the event that return of the 
books and records was made as directed, the panel decided that the expulsion 
be modified to a suspension from membership for two years. If the member did 
not comply and is expelled, the panel directed the ethics charging authority 
to bring the matter to the attention of the New York State Board for Public 
Accountancy in order to seek the suspension or revocation of the member’s 
CPA certificate or right to practice public accountancy.
Ms. Finegan was not present at the hearing but was immediately notified in 
writing of the hearing panel’s decision. She did not return the books and 
records as directed by June 1 and did not request a review of the hearing 
panel’s decision within the time permitted. The expulsion therefore became 
effective on June 21, 1981.
Section 7.3.2 of the Institute’s bylaws provides that membership in the Institute 
shall be suspended without a hearing if a member’s CPA certificate is sus­
pended as a disciplinary measure by any governmental authority.
The memberships of the following Institute members were suspended 
coincident with the suspension of their CPA certificates as a disciplinary measure 
by the Arizona State Board of Accountancy:
□  C. Rex Olson, Phoenix — March 31, 1981 to April 1, 1982
□  J. Richard Heisey, Tucson —June 1 , 1981 to December 1 , 1981
Bylaw Section 7.3.2 has been interpreted by the Institute’s board of directors 
to include suspension of a member’s sole CPA certificate for failing to meet CPE 
requirements, unless the member is retired or disabled.
□  On May 15, 1981, the membership of Curtis E. Kittelson of Tacoma,
Washington, was suspended coincident with the indefinite suspension of his
CPA certificate by the Washington State Board of Accountancy for failing
to comply with the state’s continuing education requirements.
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The National Council on Governmental Accounting recently issued the following:
□  Interpretation 3, Revenue Recognition — Property Taxes, provides that 
property tax revenues should be recognized in the fiscal year for which taxes 
have been levied provided that they are available. A definition of available
is included.
□  An exposure draft of a proposed statement on Definition of Governmental 
Reporting Entity is aimed at clarifying the organizations, functions and 
activities of government which should be included in a governmental unit’s 
financial statements.
□  An exposure draft of a proposed statement on Accounting and Financial 
Reporting for Joint Ventures of Governmental Units is aimed at providing 
guidance for those governments involved in joint venture activities.
□  An exposure draft of a proposed interpretation on Accounting and Financial 
Reporting for Special Assessments deals with special assessments funds of 
state and local governments, particularly relating to guidance involving 
NCGA Statement 1, Governmental Accounting and Financial Reporting 
Principles.
In addition, the NCGA has issued an exposure draft of a proposed statement 
of Accounting and Financial Reporting Objectives for Governmental Units, 
which is based on an NCGA Research Report, Objectives of Accounting 
and Financial Reporting by Governmental Units: A Research Report. The NCGA 
has set September 1 as the date comments are due, and public hearings on 
the draft have been slated for September.
For further information on the above papers, contact the NCGA, 180 North 
Michigan Avenue, Suite 329, Chicago, Illinois 60601 (312/977-9731).
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards — An open meeting of the accounting standards executive committee will be held in 
the AICPA boardroom on September 9-11 starting at 8:30 a.m. each day. The agenda follows.
September 9
□  AcSEC/FASB Relations.
□  Liaison Session with other AICPA groups.
September 10
□  Depreciation of Income Producing Real Estate. (Consider Issues Paper.)
□  Accounting by the Entertainment Industry. (Consider letters of comment.)
□  Lifo Inventory Problems. (Report of task force.)
□  Foreign Currency Translation. (Consider letter of comment.)
September 11
□  Accounting for Medical Malpractice Loss Contingencies of Health Care Providers. (Consider issues 
paper.)
□  Accounting for Mortgage Guaranty Insurance Companies. (Consider proposed statement of position.)
□  Accounting for Government Grants. (Consider letter of comment.)
□  Request that Multinational Companies State Compliance with International Accounting Standards. 
(Consider letter.)
Management Advisory Services —An open meeting of the management advisory services executive com­
mittee will be held at the St. Louis Marriott Hotel on September 9-10, starting at 10:00 a.m. each day. The 
agenda will be reported by the meetings telephone service.
Professional Ethics — The professional ethics executive committee will hold an open meeting on September 
25 at the Washington Capitol Hilton from 9:00 a.m. to noon. The agenda will be reported by the meetings 
telephone service.
Quality Control — An open meeting of the quality control standards committee will be held in the AICPA 
boardroom, starting at 9:00 a.m., on September 22. The agenda will be reported by the meetings telephone 
service.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
NCGA Exposes Draft 
Statements & 
Interpretations
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ASB Seeks 
Suggestions on 
Audit Matters
Washington Briefs
The Institute’s auditing standards division is soliciting opinions from members 
regarding auditing problems that should be addressed by the auditing standards 
board. Opinions regarding practice problems, including those related to 
computers, that should be addressed in a statement on auditing standards or 
auditing interpretation are sought. Suggestions on industries or auditing 
considerations for which coverage in an audit guide would benefit practitioners 
are also requested. Comments should be sent to Don Pallais in the auditing 
standards division by September 15.
SEC Proposes Registration “Streamlining” — The SEC recently proposed the 
second part of a major restructuring of its filing requirements for public compa­
nies. The proposal, affecting some 9,000 companies subject to SEC reporting 
obligations, will be in the form of eight releases to be issued shortly. The SEC’s 
action is aimed at streamlining registration filings. The proposals would establish 
three tiers of companies, each with different rules governing their registration 
statements. Comments are due by October 31.
SEC Issues Lifo Caveat — The SEC, in AS-293, has cautioned companies against 
inappropriate use of the Lifo method of inventory accounting, noting that it 
has already brought enforcement actions because of misuse of the method.
The commission said it is particularly concerned about questionable Lifo 
accounting methods, such as improperly defining old inventory as new higher- 
priced goods.
Bowsher Named to Head GAO — Last month President Reagan nominated 
Charles A. Bowsher to be U.S. Comptroller General. After his anticipated 
confirmation by the Senate, Bowsher would succeed Elmer B. Staats, who re­
cently retired. Bowsher is currently managing partner of the government liaison 
division in the Washington, D.C., office of Arthur Andersen & Co.
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Draft Exposed on 
Condensed Financial 
Statements
Special Committee 
on Solicitation 
Issues Report
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The Institute’s auditing standards board recently issued an exposure draft of 
a proposed statement on auditing standards entitled Reporting on Condensed 
Financial Statements and Selected Financial Data. It provides reporting guidance 
on the following:
□  Condensed financial statements derived from audited financial statements, 
such as the condensed year-end balance sheet included in the quarterly 
report filed on Form 10-Q.
□  Selected financial data derived from audited financial statements required 
in certain SEC filings according to regulation S-K.
Generally, the auditor is not required to report on such information. 
However, when the auditor does report on this data, the report should indicate: 
that the complete financial statements have been examined; the date of the 
auditor’s report on the complete financial statements; the type of opinion 
expressed; and whether the condensed financial statements or selected financial 
data have been derived from the audited financial statements. The statement 
applies only to engagements involving public entities.
Comments are due by December 1. A limited number of free copies of the 
draft are available from the AICPA order department.
Rule 502 of the AICPA’s Code of Professional Ethics should be amended to 
prohibit certain forms of solicitation “by the use of coercion, duress, compulsion, 
intimidation, threats, overreaching, or vexatious or harassing conduct.” This 
was the basic recommendation in the recently issued report of the Institute’s 
special committee on solicitation, which has been mailed to all AICPA members. 
It also urges the board of directors to issue a policy statement asking members 
to “exercise appropriate restraint if they elect to engage in the commercial 
practices of advertising and solicitation.”
The committee was formed in response to a resolution adopted at last 
year’s annual meeting for a special committee to study the “ramifications of the 
present status of rules pertaining to direct, uninvited solicitation and the 
legality of such rules.” In reaching its recommendations, the committee con­
sidered extensively legal counsel’s advice and opinion as well as data obtained 
from surveys of AICPA members, state societies and state boards of accountancy. 
Other conclusions include the following:
□  The AICPA’s Code of Professional Ethics “should not contain a general 
prohibition of direct, uninvited solicitation of potential clients or a narrower 
prohibition of oral direct, uninvited solicitation of potential clients.”
□  The Institute “should not develop a program to influence state legislatures 
to adopt more stringent bans than the AICPA itself can impose.”
□  The Institute should not require its members to file with it copies of all 
“direct, uninvited promotional literature.”
Legal counsel’s opinion letter setting forth his conclusions on the issues 
involved is included as an appendix to the report.
Additional copies of the committee report are available from the AICPA 
order department at $2.50 each, with the usual discounts.
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The International Accounting Standards Committee has released IAS 14, 
Reporting Financial Information by Segment. The new standard is compatible 
with U.S. requirements except that its application is stated in terms of “publicly 
traded and to other economically significant entities, including subsidiaries.” 
Other economically significant entities are those whose levels of revenue, 
profits, assets, or employment are significant in the countries in which their 
major operations are conducted. IAS 14 requires the enterprise to
□  Describe the activities of each reported industry segment and indicate the 
composition of each geographical area;
□  Disclose for each reported industry and geographical segment the sales or 
other operating revenue — distinguishing between outside revenue and that 
derived from other segments, segment result, segment assets employed 
(expressed as money amounts or percentages of consolidated totals) and the 
basis of inter-segment pricing;
□  Provide reconciliations between the sum of the information on individual 
segments and the aggregated information in the financial statements and
□  Disclose material changes in identification of segments and changes in 
accounting practices for reporting segment information, the reasons for the 
changes and, if determinable, the effects of the changes.
Copies of the standard, which is recommended to be effective for periods 
beginning on or after January 1, 1983, can be obtained from the AICPA order 
department at $2.75 each; $2.20 to members.
. . .  And Exposes 
Drafts on
Government Grants 
and Business 
Combinations
In other actions, the International Accounting Standards Committee proposed 
two draft standards on accounting for governmental grants and on accounting 
for business combinations. Exposure Draft no. 21, Accounting for Government 
Grants and Disclosure of Government Assistance, deals with accounting for and 
disclosure of government grants and with other forms of government assistance. 
Exposure Draft no. 22, Accounting for Business Combinations, deals with 
accounting for business combinations and the treatment of any goodwill arising 
on acquisition.
Comments on ED 21 are due by March 1, 1982, and on ED 22 by July 31,
1982. All comments should be directed to Paul Rosenfield at the AICPA. Copies 
of both drafts are available free from the AICPA order department.
FASB Publishes 
Research Report 
on Leases
The Financial Accounting Standards Board recently released a research study 
assessing the economic consequences of its Statement no. 13, Accounting for 
Leases. The study, conducted by a team led by A. Rashad Abdel-khalik, director 
of the Accounting Research Center, University of Florida, focuses on the 
statement’s impact on companies that lease commercial property or equipment.
According to Michael O. Alexander, board director of research and technical 
activities, Statement no. 13 “has given rise to numerous requests for recon­
sideration, amendment and interpretation.” To date, he added, the board has 
issued seven amendments and six interpretations. The study was initiated “to 
help determine whether expectations with regard to the statement had been 
met,” he said. For further information, contact Order Department, FASB, High 
Ridge Park, Stamford, Conn. 06905.
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FASB Holds Hearing 
on Oil and Gas 
Disclosures
SEC Reverses 
Two ASRs on 
Management 
Advisory Services
Client Bulletin 
to Focus on 
New Tax Bill
Nearly 30 representatives from the oil and gas industry, professional groups, 
academe and the accounting profession gathered at a public hearing focusing on 
financial disclosures on oil and gas producing activities. Held last month in 
New York by the Financial Accounting Standards Board, the meeting is part of 
the board’s project “to develop a comprehensive package of disclosures that 
simplifies the present voluminous and complex requirements of various FASB 
and SEC rules,” said Donald Kirk, FASB chairman.
The FASB’s undertaking of this project follows the SEC’s decision earlier 
this year not to require Reserve Recognition Accounting (RRA) in primary 
financial statements. The board has two goals in this project, said Kirk in opening 
the hearings: “maximize the usefulness of the disclosures made by oil and 
gas companies, and, at the same time, reduce the quantity of required 
disclosures.”
Concerns of the speakers involved “value-based” disclosures and the 
inherent imprecision of reserve estimation. Kirk noted that there is some support 
for disclosure of reserve values similar to the SEC’s present requirements.
Also, several respondents urged the FASB to make distinctions between public 
and nonpublic companies in developing a comprehensive disclosure package 
for oil and gas producing activities. This group noted that users of the financial 
statements of nonpublic oil and gas producing companies can generally obtain 
the specific data they require, and hence, this group sees no cost benefit in 
large amounts of disclosure.
Alan May, chairman of the Institute’s oil and gas committee, voiced concern 
over “the proliferation of excessive amounts of data for investor consumption.” 
Effort should be made, he added, to make sure that disclosure requirements 
provide reliable data to financial statement users “without inundating the users 
with information of marginal usefulness.”
The Securities and Exchange Commission, at an open meeting last month, 
proposed withdrawing ASR 250 which requires companies to disclose in proxy 
statements what management advisory services are performed by their inde­
pendent auditor. ASR 250, adopted in 1978, also requires disclosure in the 
proxy statement of the percentage relationship that MAS fees bear to the total 
audit fee and whether the company’s board of directors or audit committee 
has approved each activity and considered any effect on auditor independence.
The commission also agreed to withdraw ASR 264, adopted in 1979, 
which was intended to alert accounting firms and their clients to the need for 
caution in considering the possible effect on independence of certain MAS 
activities. The policy statement presented relevant factors to be used in evalu­
ating the appropriate scope of services to be performed by independent auditors.
The SEC now contends that both ASRs are unnecessary. These actions, 
in addition to the commission’s announcement that “we will have to rely 
increasingly on self-regulation” of accountants and other professionals, continue 
the SEC’s progress — under Chairman Shad — towards reducing unnecessary 
regulations. In a speech earlier last month, Chairman Shad said that the 
commission’s role “should remain one of oversight rather than regulation.”
Last month President Reagan signed into law the Economic Recovery Tax Act of 
1981. The Institute’s CPA Client Bulletin, a monthly publication for smaller 
CPA firms to send to their clients, will largely devote its October issue to the 
ramifications of the act for small business and any individual clients. Any 
firm interested in beginning an annual subscription (minimum 50 copies) with 
this issue should telephone Arthur Lodge at the Institute (212/575-6277).
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IFAC Issues Guide 
on Quality Control; 
Exposes Draft on 
Fraud and Error
IFAC’s Ethics 
Committee Issues 
First Two Statements
Higher Life Limits 
Offered Under 
AICPA Plan
The international auditing practices committee of the International Federation of 
Accountants has issued International Auditing Guideline 7, Control of the 
Quality of Audit Work, and released for comment its Exposure Draft 11, Fraud 
and Error.
The guideline’s purpose is to provide guidance on the procedures an auditor 
should follow to comply with his responsibilities relating to work delegated 
to assistants and on the policies and procedures an audit firm should adopt 
to provide reasonable assurance that the quality of audit work generally is in 
accordance with International Auditing Guideline 3, Basic Principles Governing 
an Audit. These guidelines are intended to influence worldwide auditing 
practices.
The exposure draft discusses the auditor’s responsibility for the detection 
of material misstatements resulting from fraud or error and to provide guidance 
on procedures to be performed when suspicious circumstances are encountered 
or when fraud or error has been determined. Comments on the exposure draft 
are due by February 28, 1982, and should be directed to Thomas P. Kelley 
at the AICPA.
Both documents are available from the AICPA order department. Price of 
the guideline is $1.75; the exposure draft is free.
The ethics committee of the International Federation of Accountants has issued 
its first two guidance statements dealing with advertising, publicity and 
solicitation and with professional competence.
The fundamental principle set forth in Statement of Guidance 1 is that 
“an accountant should conduct himself in a manner consistent with the good 
reputation of the profession and refrain from any conduct which might bring 
discredit to the profession.” It states the view of the Council of the Federation 
that advertising is not desirable, but that publicity that meets specified criteria 
is acceptable. The Council also believes that direct uninvited solicitation of 
a specific potential client is contrary to the fundamental principle.
The statement notes that the Council is aware that conditions in each 
country determine whether advertising and solicitation should be permitted and 
lists matters for consideration where advertising is permitted.
Statement of Guidance on Professional Competence identifies two separate 
phases: attainment of professional competence and its maintenance. It does 
not provide specific advice but points out that “the Federation cannot emphasize 
too strongly the importance of the role of professional accountancy bodies 
in ensuring that the professional education and training of those who are 
admitted to membership is of a quality that commands the respect of the general 
public, commerce and industry and government and that it provides a firm 
foundation on which members can develop their knowledge and skill during 
their professional life.”
Copies of the two statements can be obtained from the AICPA order 
department at $1.75 each.
Effective with the next entrance date, October 1, a new maximum of $200,000 
will be offered for term life insurance plus an equal amount of accidental 
death and dismemberment coverage under the CPA Plan (for individuals). For 
the Group Insurance Plan (for firms) the 1981 maximum limits will be 
$100,000 and $50,000 under its two schedules.
Additional information may be obtained from the plan agent: Rollins Burdick 
Hunter Co., 605 Third Avenue, New York, N.Y. 10158. Telephone 800/221-4722; 
in New York, call collect 212/661-9000.
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Accounting 
Literature Awards 
•Announced
AICPA Conference 
Reminders
SEC Seeks 
Accountant for 
Los Angeles Office
Minority Scholarships 
Announced
The fifteenth annual awards for outstanding contributions to accounting 
literature were presented at the American Accounting Association’s annual 
meeting last month. Selected by the AICPA accounting literature awards com­
mittee from nominations by the AAA’s committee on notable contributions 
to accounting literature, the awards, consisting of a $500 check and a medallion, 
went to the following:
□  “Accounting Policy Decisions and Capital Market Research,” Professor 
George Foster, Stanford University, published by the North-Holland 
Publishing Company, the Netherlands, in the March 1980 Journal of 
Accounting and Economics.
□  Auditing the Performance of Management, Professor Leo Herbert, Virginia 
Polytechnic Institute and State University, published by Lifetime Learning 
Publications, Wadsworth, Inc., Belmont, California, 1979.
Also, A. A. Sommer, Jr., has won the 1981 Journal of Accountancy Literary 
Award for his article, “Corporate Governance: Its Impact on the Profession,” 
published in the July 1980 issue. Sommer, a partner in the Washington, D.C. law 
firm of Morgan, Lewis & Bockius, is a former commissioner of the Securities 
and Exchange Commission and one of three public members of the Institute’s 
board of directors.
The award, in honor of John Lawler, former Journal editor and AICPA 
senior vice president, consists of a $500 cash prize and a scroll. It is given for the 
best article published in the Journal during the 12 months ending June 1981, as 
determined by the magazine’s editorial advisory committee.
MAP — Approximately 400 practitioners attended the first of two national 
practice management conferences held in Denver July 6-7 and 9-10. The second 
cluster, which will cover Practice Growth and Development (October 19-20) 
and People Management and Your Firm’s Future (October 22-23), will be held 
in Atlanta. Practitioners can register for one or both conferences. Contact 
Jim Flynn at the AICPA for information (212/575-6439).
Federal Taxation — Some of the year’s most important tax developments — 
including the recently passed Economic Recovery Tax Act of 1981 — will be 
discussed at the 1981 National Conference on Federal Taxes, to be held at the 
Capital Hilton Hotel in Washington, D.C., on October 26-27. Fee is $200.
For further information, contact the AICPA meetings department.
The SEC’s Los Angeles regional office wants applicants for a professional 
accountant position which it expects to fill in October. Duties include reviewing 
registration statement filings to determine if the financial statements are in 
accordance with generally accepted accounting principles and that appropriate 
disclosures are included. Other duties may include special examinations, 
internal audits, bankruptcy audits and general investigations.
This position will be filled at the GS-13 ($32,048) level and requires at least 
three years of professional accounting experience with emphasis on corporate 
reporting practices. A CPA certificate is required.
Further information may be obtained from Ms. Patterson, Office of 
Personnel, SEC, 500 N. Capitol Street, Washington, D.C. 20549 (202/272-2512).
The Institute’s minority recruitment and equal opportunity committee recently 
announced the awarding of 327 scholarships for the 1981-82 academic year.
The students, from 134 colleges and universities, received scholarships totaling 
$198,250. Included this year were 21 awards totaling $16,500 for graduate studies.
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Registration Still 
Open for 
Annual Meeting
It’s not too late to sign up for the AICPA’s 94th annual meeting in Chicago on 
October 4-6. In addition to a broad-based technical agenda, the program includes 
social events geared to Chicago’s attractions. Topics to be covered by speakers 
include regulation, interest rate futures markets and the place of CPAs in 
corporate America. Contact the AICPA meetings department.
Washington Briefs SEC To Speed Small Business Offerings — Last month the Securities and
Exchange Commission proposed a new series of rules to ease existing require­
ments for private offers and sales of securities, in order to encourage small 
business formation. The proposals, aimed at small and new businesses, will be 
collectively designated Regulation D, and will govern the offers and sales of 
securities without registration under the 1933 Securities Act.
Inclusion of Other Accountants’ Report No Longer Required — The SEC recently 
withdrew its requirement that a registrant company include in the annual 
report to shareholders the separate report of accountants other than the com­
pany’s principal accountant who participated in examining the financial 
statements. The SEC will still require that separate reports from other accoun­
tants be included in filings with the commission.
SEC Rescinds 13 Accounting Releases — As part of its review of some 300 
Accounting Series Releases, the SEC has rescinded 13 ASRs, saying they are no 
longer applicable or have been superseded by other pronouncements. The 
rescinded ASRs include 264, which deals with scope of service by independent 
accountants (see p. 3).
New Withholding Tables Set — Employers will be mailed a revised Circular E, 
Employer’s Tax Guide, shortly, says the IRS. Because of the passage of the 
Economic Recovery Tax Act of 1981, new rates for withholding tables for wages 
paid after September 30 will be required.
Revised Rules on Special Use Valuation — The IRS, in T.D. 7786, has issued 
revised regulations which ease the rules on special use valuation of farms and 
closely held business real estate for federal estate tax purposes. The rules 
allow special use valuation where all potential beneficiaries of a discretionary 
trust are members of the decedent’s family and provide that “passive rental” 
of a farm by a decedent to a member of his family should not disqualify the 
property from special use valuation.
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Highlights of AICPA 
Board Meeting
Recent AcSEC 
Actions
CPE Tax Act 
Program Available
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At its meeting on September 10-11 the AICPA board of directors
□  Agreed to designate representatives to an independent study group to study 
the benefits of the 150-hour educational program and to develop a strategy 
for its incorporation into state accountancy laws.
□  Concurred with the substance of the International Accounting Standards 
Committee/International Federation of Accountants mutual commitments 
and the proposed revised constitutions of those two groups.
□  Received a report from the special committee on accounting standards 
overload.
□  Approved changes in the management advisory services division operating 
policies and procedures which will facilitate the issuance of standards 
under Rule 204 by the division.
At its recent meeting, the Institute’s accounting standards executive committee 
took the following actions:
□  Approved a letter of comment to the Interstate Commerce Commission on 
alternative methods of accounting for railroad track structures and decided 
that the issues paper on “Accounting for the Change from Retirement- 
Replacement-Betterment Accounting to Depreciation Accounting” should 
be redrafted and sent to the FASB in the form of a letter.
□  Approved a letter of comment to the FASB on “Foreign Currency 
Translation.”
□  Approved an issues paper, “Depreciation for Income Producing Real Estate,” 
to be sent to the FASB.
□  Approved four letters of comment to the FASB on “Accounting by the 
Entertainment Industry,” on these subjects:
— Financial Accounting and Reporting by Broadcasters,
— Financial Accounting and Reporting by Cablevision Companies,
— Financial Accounting and Reporting by the Record and Music Industry, and
— Financial Accounting and Reporting by Motion Picture Producers and 
Distributors.
A CPE program dealing with the various aspects of the Economic Recovery Tax 
Act of 1981 is now available.
A “Special Edition” videotape program, conducted by Sidney Kess, who 
has authored many of the AICPA’s other tax programs, is a two-hour 
presentation that focuses on the changes made in the new tax act affecting 
individuals as well as corporations. It consists of written materials (lecture 
outline, examples, exercises and a quiz), which may be duplicated for a firm’s 
in-house use, and a videotape lecture by Mr. Kess.
The “Special Edition” can be obtained directly from the state societies 
starting October 15 for $350 (no returns for this program). Recommended CPE 
credit is two hours or more, depending on method of presentation.
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SEC Seeks 
Applicants for 
Fellowship 
Program
The Securities and Exchange Commission is now accepting applications for its 
Professional Accounting Fellow Program, which is now entering its tenth 
year. Two individuals will be selected for two-year terms beginning in 
early summer.
Applicants should have one or more years’ experience at the manager level 
in public accounting or in an organization providing equivalent experience.
Typical work assignments include the study of significant accounting 
concepts, participation in the drafting of accounting series releases and staff 
accounting bulletins, evaluation of current reporting by registrants and 
liaison with various governmental and professional accounting groups. Candi­
dates must submit background data and a brief paper on an SEC accounting issue.
Applications are due by year-end. A brochure is available from the Office 
of the Chief Accountant, SEC, 500 N. Capitol Street, Washington, D.C. 20549.
Accountant 
Position 
Open at SEC
The division of corporate finance of the SEC is seeking applicants for a pro­
fessional accountant position at the GS-12 ($26,951) or GS-13 ($32,048) level. 
Duties include reviewing Form 10-K and registration statement filings to 
determine if the financial statements are in accordance with generally accepted 
accounting principles and that appropriate disclosures are included.
The position requires at least three years of professional accounting 
experience with emphasis on corporate reporting practices. A CPA certificate is 
not required, but applicants must have an understanding of GAAP at a level 
needed to pass the CPA examination.
Application forms and further information may be obtained from Ms. 
Patterson, Office of Personnel, SEC, 500 N. Capitol Street, Washington, D.C. 
20549; telephone 202/272-2512.
Accounting and 
Review Services 
to Consider Four 
Statements
The AICPA’s accounting and review services committee has four proposed 
statements under various stages of development.
□  A proposal to amend the compilation report to refer to standards established 
by the AICPA has been redrafted and is awaiting clearance to expose.
□  Balloting is underway for final approval to issue proposed standards on 
Communications Between Predecessor and Successor Accountants and on 
Financial Statements Included in a Prescribed Form. If approved, the
final statements are expected to be issued before the end of the year.
□  A preliminary draft is being prepared by the staff on a proposed standard 
which is designed to provide guidance on reporting on computer-prepared 
interim financial statements.
Senate Committee 
Rejects FCPA 
Materiality Test
The Senate Committee on Banking, Housing and Urban Affairs has rejected by 
almost a three-to-one vote a proposal by Senator John Chafee (R-R.I.) to add 
an explicit materiality standard, as contained in generally accepted accounting 
principles, to the Foreign Corrupt Practices Act. A second proposal by Senator 
Chafee — to subject only “knowing” violations of the FCPA to civil and 
criminal penalties — was not resolved. This “scienter” concept is expected to 
come up again when the full Senate votes on FCPA amendments, which seems 
likely before the end of the year, according to Washington sources.
The AICPA had endorsed both proposals at Senate hearings last June.
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Special Supplement, The CPA Letter, September 28, 1981
POLICY STATEMENT ON DISCRIMINATORY CLAUSES 
IN LOAN AGREEMENTS
The special committee on small and medium sized firms of the American Institute of Certified 
Public Accountants recommended the issuance of a resolution opposing clauses in loan or other 
agreements which discriminate in favor of, or against, any particular group or type of 
accounting firm.
The resulting resolution adopted by the AICPA’s board of directors follows:
With increasing frequency, credit grantors, underwriters, and others requiring professional 
accounting services have been limiting firms from whom they will accept such services to 
those which are one of the “Big 8,” or which are “nationally recognized.” The American 
Institute of Certified Public Accountants deplores this practice since it is not in the best 
interests of either the accounting profession or the public it serves.
Certified public accountants, no matter what the size of the firms with which they practice, 
must meet the same standard of competence for admission to the profession and licensure 
to practice. And all practitioners, regardless of the size of their firms, must adhere to the same 
auditing and accounting rules adopted by the profession, and regulations adopted by the 
state boards of accountancy.
Hence, practitioners in general are qualified to meet the needs of those seeking professional 
accounting services, and the size of the firms in which they practice becomes important only 
when, for example, the size of the engagement would require more manpower than a local 
firm could provide. But that circumstance is a fact which should be determined in negotiations 
following a request for proposal — not in an arbitrary policy decision limiting performance 
of the engagement to “Big 8” or “nationally recognized” firms.
Selection of auditors by use of such terms provides no assurance that management has 
appropriately discharged its responsibility to select an accounting firm which will offer 
quality accounting services at a reasonable price.
The Institute strongly recommends, therefore, that legal instruments or forms providing that 
only accounting services of a “Big 8” or “nationally recognized” firm are acceptable should 
be modified to provide that the needed accounting services will be performed by “an account­
ing firm mutually acceptable to the parties.” This change will provide assurance that no firm 
is arbitrarily eliminated on the basis of its size and will afford clients the opportunity of 
broad selection among all firms competing in the marketplace.
Members wishing additional copies of the statement may obtain them from the AICPA 
order department at no charge. Members who wish the policy to be brought to the attention of 
specific lenders or other users of the profession’s services, who appear to be operating contrary 
to this policy, should contact D. J. Schneeman at the Institute.
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NASBA Holds 
Annual Meeting; 
Elects New Officers
Recent
Publications
Kirk Renamed 
FASB Chairman
More than 300 participants and spouses attended the National Association of 
State Boards of Accountancy’s 74th annual meeting on Hilton Head Island 
on September 13-16. The three-day series of meetings focused on “The Licensing 
and Regulation of Public Accountancy in the Next Decade,” and drew state 
board members and staff representatives from almost every state.
Speakers included Robert C. Ellyson, NASBA president; Benjamin 
Shimberg, associate director of the Center for Occupational and Professional 
Assessment of the Educational Testing Service; and Lloyd A. Turman, executive 
director of the Florida Institute of CPAs. Also speaking on the topic of the 
future of professional licensing and regulation from the Institute’s perspective 
was George D. Anderson, incoming AICPA chairman.
The following officers for 1981-82 were also elected: President — A.
Leighton Platt, partner, Peat, Marwick, Mitchell & Co., Portland, Oregon; 
President-Elect — Robert L. Block, partner, Laventhol & Horwath, Seattle, 
Washington; Vice Presidents — Robert E. Billings, partner, Arthur Young & 
Company, Los Angeles; Robert D. Miller, own account, Hartford, Connecticut; 
and Sandra A. Suran, partner, Suran & Company, Portland, Oregon. Elected 
treasurer was Stephen E. Pascarella, partner, Pascarella and Trench, Provi­
dence, Rhode Island. Robert C. Ellyson succeeded to the office of immediate past 
president.
Accounting and Financial Reporting by State and Local Governments: An 
Experiment — This report by the Institute’s state and local government account­
ing committee contains the results of a one-year experiment in state and 
local government accounting and financial reporting practices (see May 25 
Letter). These governments were requested to prepare financial statements by 
applying full accrual accounting principles, as followed by most publicly held 
companies, to their own reports. The study includes the opinions of various 
state and local government officials participating in the experiment. Price is 
$7.50; $6 to members.
Tax Research Techniques, Second Edition: Studies in Federal Taxation no. 5 — 
Updated from the 1976 edition, this study is designed to aid nontax specialists 
in approaching and researching tax problems. The study uses specific examples 
and step-by-step techniques. Price is $15; $12 to members.
Index to Accounting and Auditing Technical Pronouncements — This updated 
publication shows what technical pronouncements may bear on certain practice 
situations. It covers all technical standards and semi-authoritative material 
issued by the AICPA, FASB and SEC in effect as of July 1 ,  1981. Price is $12; 
$9.60 to members.
Financial Report Survey 22: Illustrations and Analysis of Disclosures of Pension 
Information — This book examines various types of disclosures required by 
FASB Statement no. 36, Disclosure of Pension Information, summarizes certain 
statistical relationships and includes examples of pension disclosures by com­
panies in various industries. Price is to be determined shortly.
These publications are available from the AICPA order department.
Donald J. Kirk was recently reappointed chairman of the Financial Accounting 
Standards Board for an additional five-year term. A member of the board 
since its inception in 1973, Kirk was named chairman in 1978, replacing Marshall 
Armstrong. Kirk’s new term, the last he is eligible to serve under the bylaws, 
will expire at the end of 1986.
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Three AICPA members have been expelled under the Institute’s bylaw provision 
that a member who has been convicted of a felony, defined as such by the 
convicting jurisdiction, shall have his membership in the Institute terminated 
without a hearing.
□  On June 25 Buell J. Felts of Spokane, Washington, was notified of his 
termination as a result of his conviction in the Spokane County Superior 
Court upon his plea of guilty to the crime of second degree murder.
□  The Institute membership of Glenn S. Kannry of Yonkers, New York, was 
terminated on June 25 following his conviction in U.S. District Court upon 
his plea of guilty to the crime of mail fraud.
□  Harvey Fein of Miami, Florida, had his membership terminated on July 7 
following his conviction in a U.S. District Court upon his plea of guilty to the 
crime of conspiracy to defraud the United States by filing false information 
with the SEC.
Britain To Allow
Professional
Advertising
The British accountancy profession has now formally published its rules apply­
ing to the advertising of professional services, which take effect October 1.
The new rules incorporate the basic conditions set forth after agreement was 
reached among the four UK professional bodies and the Office of Fair Trading, 
and give a more detailed interpretation stipulating the type of publication 
in which advertisements may be placed, size and style.
Advertising is only permitted in publications within a firm’s practice area; 
must be factual and “not likely to mislead and contain no criticisms of the 
professional services of others;” should make no claim to any particular 
expertise; and “be of a style and content appropriate to the profession.”
Advertising cannot make reference to fee levels, but must include a state­
ment that fees will be discussed before an assignment is accepted.
NOTICE OF AICPA PUBLIC MEETING
Auditing Standards
An open meeting of the auditing standards board will be held in the AICPA boardroom, New York, 
on October 13-15 starting at 9:00 a.m. on October 13 and 15 and at 8:30 a.m. on October 14.
The agenda follows:
October 13 — a.m.
Contingencies and Reporting on Uncertainties. (Discussion of preliminary draft.]
October 13 — p.m.
Working Papers. (Consider draft for publication.)
Engagement Letters. (Preliminary discussion of subject.)
October 14 — a.m.
Management Reports. (Preliminary discussion of subject.)
October 14 — p.m.
Omnibus Statement. (Consider draft for exposure.)
October 15 — a.m.
Subsequent Discovery of Failure to Apply Procedures Ordinarily Considered Necessary in 
the Circumstances. (Discussion of preliminary draft.)
October 15 — p.m.
Financial Forecasts and Projections. (Discussion of preliminary draft.)
The next scheduled meetings are in Tampa, Florida, December 1-3 and on January 19-21, 1982 
in New York.
Changes from this notice will be reported by the meetings telephone information service.
The number is 212/575-5694.
Three AICPA 
Members Expelled
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Washington Briefs The General Accounting Office has revised its Guidelines for Financial and
Compliance Audits of Federally Assisted Programs to help in the implementa­
tion of the single audit concept by state and local governments. Scheduled 
for completion next month, the draft revision focuses on reporting format, 
definitions and audit responsibilities for detecting fraud and abuse. Copies are 
available from the Superintendent of Documents, Government Printing Office, 
Washington, D.C. 20402 at $3.50 each. Please specify stock number 
020-000-00181-0.
Meals and lodging furnished to employees, but not for the convenience of the 
employer, are subject to social security (FICA) and federal unemployment taxes 
(FUTA) under the recently issued IRS release IR-81-104. This arose from 
the U.S. Supreme Court decision in Rowan Companies, Inc. v. United States 
which held that the value of meals and lodging furnished for the convenience 
of the employer under tax code section 119 are not wages for purposes of 
FICA and FUTA.
Legislation to restore the partial exclusion of interest income from taxable 
income was recently introduced by Senator Alfonse D’Amato (R-N.Y.) The bill, 
S. 1607, would restore the $200 exclusion on interest income for individuals 
and the $400 exclusion for those filing a joint return. The exclusion is slated to 
end this year as part of the recently passed Economic Recovery Tax Act.
The IRS recently announced that the deadline for taxpayers to file their 
reconciliation of deposits of windfall profit tax has been extended to November 
3 0 , 1981 from August 31. The reconciliation is to be filed as an attachment 
to windfall profit tax Form 6047 for the third quarter of 1981.
Hearings which may lead to a restructuring of the financial industry will begin 
in early October, according to House Banking Committee Chairman Fernand 
St. Germain (D-R.I.). Topics will include emergency assistance for troubled 
institutions, interstate branches, usury preemption, and a re-examination of the 
Glass Steagall Act, which separates banking from the securities industry.
The IRS is expected to issue a ruling shortly denying favorable tax treatment to 
variable annuities “wrapped around” mutual funds where shares of the 
mutual fund may be purchased directly by the public.
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FASB Exposes Draft 
on Capitalization of 
Interest Cost
AICPA Annual 
Meeting Has 
Something for 
Everybody
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The Financial Accounting Standards Board recently exposed a draft of a 
proposed statement of financial accounting standards entitled Capitalization of 
Interest Cost in Financial Statements That Include Investments Accounted 
for by the Equity Method. An amendment to SFAS no. 34, Capitalization of 
Interest Cost, the draft would
□  Limit capitalization of consolidated interest cost by an investor to qualifying 
assets of the parent company and consolidated subsidiaries.
□  Include investments, including equity, loans and advances, in investees 
accounted for by the equity method as qualifying assets of the investor 
during the investee’s development stage.
Comments are due by December 31. Up to five free copies of the draft are 
available by contacting Order Department, FASB, High Ridge Park, Stamford, 
Conn. 06905.
In other areas, the board recently endorsed the views expressed in the 
FASB staff’s comment letter to the Federal Home Loan Bank Board on certain 
proposed rules. Those rules, if adopted, would permit deferral by savings and 
loan institutions, in regulatory reports, of gains and losses from the sale of 
mortgage assets. The comment letter states, among other things, that the pro­
posal would not be in conformity with generally accepted accounting principles 
and urges the FHLBB to modify its regulatory tests rather than adopt the 
proposal.
More than 1,500 CPAs, spouses and their guests attended the Institute’s 94th 
annual meeting in Chicago, October 4-6. They participated in a wide range 
of technical meetings as well as sampling the Windy City’s cultural and social 
attractions.
The first official function was the meeting of council on Saturday, October 3 
(see page 3). The annual business meeting, chaired by outgoing chairman 
William S. Kanaga, was called to order on Monday morning. Special achieve­
ment awards were presented during the meeting, including the AICPA Gold 
Medal for Distinguished Service. The winners of Sells Awards granted to 
those CPA candidates achieving the highest grade totals on the Uniform CPA 
Examination were introduced as were the foreign and other guests of the 
Institute.
Further information on the annual meeting will be reported in the next 
Letter. Among the guest speakers during the next two days were:
□  NBC News Commentator David Brinkley.
□  Donald P. Kelly, president and chief executive officer of Esmark, Inc., who 
spoke on the CPA’s position in corporate America.
□  Senator Charles McC. Mathias, Jr. (R-Md.), who spoke on government 
regulation versus self-regulation in the accounting profession.
Simultaneous panel sessions, which constituted the bulk of the program, 
included discussions on Washington activities, federal taxation, division for 
firms, accounting and auditing standards, accounting and review services, 
professional ethics, computer applications and management of an accounting 
practice, among others.
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AICPA Officers 
Elected for 1981-82
George D. Anderson of Montana headed a slate of AICPA officers that was 
elected by the Institute’s governing council at its October 3 meeting. In addition 
to Mr. Anderson, managing partner of Anderson, ZurMuehlen & Co., Helena, 
who became chairman of the board of directors, Rholan E. Larson, managing 
partner of Larson, Allen, Weishair & Co., Minneapolis, was elected vice 
chairman of the Institute’s board.
The new vice presidents for the coming year are Arthur J. Dixon, 
Oppenheim, Appel, Dixon & Co., New York; Sam I. Diamond, Jr., Diamond,
Kelley & Co. PA, Montgomery, Alabama; and George E. Tornwall, Jr., Cherry, 
Bekaert & Holland, St. Petersburg, Florida. Reelected treasurer was William B. 
Keast, Coopers & Lybrand, New York.
In addition, the following were elected to the board of directors for three 
year terms: Arthur R. Wyatt, Arthur Andersen & Co., Chicago; Andrew P. 
Marincovich, Marincovich & Hickerson AC, Long Beach, California; and George 
L. Bernstein, Laventhol & Horwath, Philadelphia. Also elected as a continuing 
public member of the board was A. A. Sommer, Jr., a partner in the law firm 
of Morgan, Lewis & Bockius, Washington, D.C., and a former commissioner of 
the. Securities and Exchange Commission.
1982 Nominations
Committee
Elected
Also at the annual meeting, the Institute’s nominations committee for 1982 
was elected. It consists of Oscar Chavez, California; Ernest H. Davenport, 
Washington, D.C.; J. B. Dresselhaus, Nebraska; Mary F. Hall, Ohio; Jack J. 
Hoffman, California; Francis A. Humphries, South Carolina. Also, Thomas G. 
Jordan, Michigan; William S. Kanaga, New York (chairman); Harry R. Mancher, 
New York; James W. Thokey, Louisiana and Donald P. Zima, Georgia.
Those on the nominating committee for the executive committees for the 
division for CPA firms are James O. Ash, Wisconsin; Merle S. Elliott, Maryland; 
Jack J. Hoffman, California; William S. Kanaga, New York; Harry R. Mancher, 
New York; James W. Thokey, Louisiana and Donald P. Zima, Georgia.
May 1981 Sells 
Award Winners 
Announced
For the May 1981 Uniform CPA Examination, 61,801 candidates completed a 
total of 223,529 papers — both new records for May examinations.
The winner of the Sells Gold Medal, given for the highest grade total on 
the examination, was Leo W. Kesting of Irvine, California. A graduate of the 
University of Southern California, he is currently a staff accountant at Price 
Waterhouse & Co.’s Newport Beach office.
Shirley Darlene Harris of Jay, Florida, was the winner of the Sells Silver 
Medal, the second highest award. A graduate of the University of West Florida, 
Ms. Harris is presently with Robert A. Benz & Co. PA, in Pensacola.
The Sells Bronze Medal for the third highest grade total was won by Jayne 
C. Thompson of Wyoming, Michigan. Ms. Thompson, a graduate of Notre 
Dame University, is a staff accountant with Ernst & Whinney in Grand Rapids.
In addition, 105 certificates with high distinction are being awarded. The 
presentation of the Sells Award Medals was made in conjunction with the 
Institute’s annual meeting. Also, the Sells Medals for the November 1980 
examinations were awarded (see April 27 Letter).
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AICPA Council
Meeting
Highlights
The developing trends in the area of tax specialization and the joint GAO/AICPA 
project on audits of federally assisted programs were the key issues discussed 
at the October 3 meeting of the Institute’s council. In addition, members of 
council dealt with a variety of administrative matters and elected Institute 
officers and directors (see separate story), council members-at-large, national 
review board members, nominations committees for the AICPA and the division 
for CPA firms.
Here are some of the highlights:
□  In his opening remarks, outgoing Board Chairman William S. Kanaga reported 
that the board of directors has authorized the appointment of two members 
to an independent study group to gather information for formulating a 
strategy to promote the 150-hour education requirement for entry into the 
CPA profession. The board, Mr. Kanaga said, has also received a preliminary 
report from Stanley Scott, chairman of the special committee on account­
ing standards overload. This subject will be discussed at a future council 
meeting.
Council adopted the 1981-82 operating budget which calls for 
revenues of about $47 million and expenses of $48.3 million.
□  Chairman William Raby of the federal taxation executive committee, Donald 
Skadden, a member of the committee, and George Tornwall, chairman of
the tax division’s subcommittee on scope and management of a tax practice, 
discussed the question of tax specialties, especially as it relates to the 
matter of self-designation of specialties. The gist of the discussion was that 
CPAs need to maintain their identity as the predominant group in the tax 
field in the face of emerging competition from non-CPA tax specialists. The 
federal tax division is studying this issue.
□  Edward J. Haller, chairman of the federal government relations division’s 
subcommittee on relations with the GAO, and J. Curt Mingle, chairman of the 
subcommittee on federally assisted programs, reported on the results of
a colloquium jointly sponsored with the GAO last November and what the 
future may hold in terms of government procurement of accounting services.
According to Mr. Haller, the colloquium arose from a need for greater 
cooperation and understanding in the effectiveness of the CPA’s role in 
government audits and in the contracting procedures by government 
agencies.
Subsequent to the colloquium, Mr. Mingle said that these actions have 
been taken: The GAO has revised its “yellow book,” the ethics division 
has proposed an interpretation to clarify enforcement relating to government 
audits, Auditing Standard no. 22 has been amended to reflect audits of 
federally assisted programs, and a task force is drafting an audit guide on 
federally assisted programs.
□  Council elected the individuals proposed for the various offices and installed 
the directly elected council members as presented in the report of the 
nominations committee (see separate story). In addition, Frank S. Sato, 
inspector general of the Veterans Administration, Washington, D.C., was 
elected to complete the term (1983) of Donald L. Scantlebury, a council 
member-at-large, who died this year.
□  Concluding the council meeting was an open forum at which a member called 
for a reexamination of the role of the AICPA as it relates to the influence
of federal regulations on the profession and its own self-regulating activities. 
Also, Frank H. Whitehead, chairman of the professional ethics executive 
committee, responded to a question as to the reasons for the ethics com­
mittee’s withdrawal of the interpretation of Rule 502 that prohibited 
designation of specialties.
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Draft on Special 
Purpose Reports 
Exposed
1980-81 AICPA 
Annual Report 
Issued
Report Issued on 
A-102 Audits
The Institute’s auditing standards board will shortly issue an exposure draft of 
a proposed statement on auditing standards entitled Special Purpose Reports 
For Use By Other Auditors. The draft provides guidance on how, under certain 
circumstances, one auditor might use a special purpose report of another 
auditor because of its relevance to his examination and on how such reports are 
prepared. These reports might be useful in examining the financial statements 
of a client using accounting or custodial services provided by organizations 
such as data processing service centers, securities clearing organizations, bank 
trust departments and other groups.
The proposed SAS would require an auditor to determine whether sig­
nificant transactions are processed or significant assets or liabilities are handled 
by a group providing accounting or custodial services to a client and to 
consider the division of control functions between the client organization and 
the service organization.
Comments are due by February 1 5 , 1982. A limited number of free copies 
of the draft are available from the AICPA order department.
In a departure from previous years, the Institute’s 1980-1981 annual report is 
included as a supplement to the October Journal of Accountancy. Outgoing 
Institute chairman William S. Kanaga and AICPA president Philip B. Chenok, 
in their message to members, cite “progress on a number of fronts” during 
the year. Particular focus is directed to implementation of the recommendations 
of the special committee on small and medium-sized firms, which, ,they note, 
was “given high priority.” Other areas cited are the division for CPA firms, peer 
review and effective ethics enforcement as representing “a positive 
demonstration of our resolve to improve the standard of practice.”
The fiscal year’s financial results indicate a deficit of $180,000, rather than 
the budgeted excess of revenues over expenditures of about $550,000. This 
was a result of the combination of the impact of inflation and certain expenses 
incurred that could not have been foreseen when the budget was prepared last 
year. Even after significant cost-saving efforts, the budget for fiscal 1982 
shows a deficit of about $1.6 million. Accordingly, the Institute’s board of direc­
tors will ask council, for the first time since 1975-76, for an increase in 
members’ dues for fiscal 1982-83. Additional copies of the annual report may 
be obtained by contacting the Institute’s order department.
A report recently issued by the single audit steering committee of the Joint 
Financial Management Improvement Program, formed by several government 
agencies, focuses on the participation of small and minority CPA firms in 
A-102 audits and certain concerns encountered by these firms in obtaining 
government contracts. One concern voiced was that small and minority firms, 
which have traditionally audited many contracts and grants for state and local 
governments, “would not have the resources at their disposal to perform the 
large organizationwide audits” envisioned under Attachment P of OMB 
Circular A-102.
The report describes the relevant federal and state regulations pertaining to 
small and/or minority businesses, highlights some of the significant concerns 
encountered by these firms in obtaining government contracts and discusses 
what steps could be taken to increase participation in A-102 audits. The report 
contains various recommendations urging actions to be taken “to achieve 
the largest possible participation by small and minority CPA firms in the conduct 
of organizationwide audits.” Copies of the report are available by contacting 
Nancy Myers at the Institute.
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The Institute’s auditing standards division has approved an auditing inter­
pretation entitled Application of Additional Procedures Concerning the Other 
Auditor’s Examination, which will be published in a forthcoming issue of the 
Journal of Accountancy.
The interpretation of SAS no. 1, section 543, Part of Examination Made by 
Other Independent Auditors, is in response to a recommendation of the 
Institute’s special committee on small and medium-sized firms. It clarifies that a 
principal auditor who does not refer to the examination of another auditor 
may consider his knowledge of the other auditor’s quality control policies and 
procedures in deciding the extent of additional procedures, if any, to be applied 
to satisfy himself as to the other auditor’s examination. The interpretation 
also suggests other factors that a principal auditor may wish to consider in 
making that decision.
In a related action, the Institute’s auditing standards board has approved 
editorial modification of section 543 in response to concerns expressed at June’s 
public meeting to consider the section. The modification
□  Warns a principal auditor not to misuse professional standards in solicitation.
□  Adds a footnote indicating the types of information that may be obtained 
from the Institute’s professional ethics division and the division for CPA 
firms concerning an other auditor’s professional reputation.
These changes will be made with a report update in the professional 
standards looseleaf subscription service and included in the next codification of 
statements on auditing standards.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards
The accounting standards executive committee will hold an open meeting at the Capital Hilton 
Hotel in Washington, D.C. on October 28-29 starting at 8:30 a.m. each day. The agenda will be 
reported by the meetings telephone information service starting October 19.
The next scheduled meeting of the committee is December 9-11 in New York.
Federal Taxation
The federal taxation executive committee will hold an open meeting in the AICPA’s Washington 
office on October 28 (10:00 a.m.-5:00 p.m.) and from 9:00 a.m. to noon on October 29. The 
agenda follows.
October 28—a.m.
□  Tax Specialization. (Discussion of subject.)
□  Division Activities. (Discussion of point outline.)
October 28—p.m.
□  Revisions to Statements on Responsibilities in Tax Practice nos. 1, 2 and 9 to Conform to 
Treasury Regulations. (Discussion of preliminary draft.)
□  Items for Technical Corrections Act to Economic Recovery Tax Act of 1981. (Discussion of 
preliminary draft.)
October 29—a.m.
□  Generation Skipping Transfer Tax. (Discussion of preliminary draft.)
□  Division Legislative Projects. (Discussion of preliminary draft.)
□  Agenda for Meetings with Governmental Tax Officials. (Discussion of preliminary draft.)
The next meeting is scheduled for December 6 and 9 in Monterey, California.
Changes from these notices will be reported by the meetings telephone information service.
The number is 212/575-5694.
Interpretation on 
Reliance on 
Other Auditors 
Approved
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Washington Briefs Problems for Wraparounds — As expected, the Internal Revenue Service recently 
denied favorable tax treatment for variable annuities “wrapped around” mutual 
funds. In Rev. Rul. 81-225, the IRS held that earnings and gains from shares 
of certain mutual funds can’t be tax deferred because policyholders and not 
insurance companies own such shares. However, the new ruling does allow 
insurance companies to defer taxes on mutual funds if the shares are available 
only through purchase of an annuity from the insurance company and are 
controlled by the company. The ruling is effective for payments made to insur­
ance companies after December 31, 1980.
SEC Proposal on Professional Conduct — Recently the SEC issued a proposed 
release seeking comments on its interpretation of the standard of conduct 
constituting unethical or improper professional conduct by a lawyer before the 
commission pursuant to Rule 2(e) of its Rules of Conduct. The opinion of the 
commission is contained in In re Carter, issued last February.
Rules on Gambling Winnings — The IRS, in T.D. 7787, issued regulations 
designed to clarify requirements for withholding of 20 percent of gambling 
winnings by payors. Under the regulations, withholding applies to over $5,000 in 
proceeds from state-conducted lotteries, over $1,000 in proceeds from sweep­
stakes and wagering pools, and proceeds of over $1,000 and at least 300 times 
the amount of the wager on horse or dog races and jai alai.
Disclosure Bill Moves Ahead — The Senate Finance Committee recently 
approved, with amendments, the Debt Collection Bill of 1981 (S. 1249), which 
is aimed at reducing unpaid debts to the government. If enacted, the bill would 
require individuals to supply their social security number when applying for 
credit or financial assistance that would result in indebtedness to the govern­
ment. This process would enable the IRS to disclose to federal agencies whether 
or not the individual had any outstanding unpaid federal tax liabilities.
Targeted fobs Credit — The IRS recently issued a press release, 81-113, on the 
changes made in the targeted jobs tax credit by the Economic Recovery Act 
of 1981 and employers’ responsibilities in qualifying for the credit. The IRS 
said its current Publication 906, Targeted Jobs and Win Credits, will be revised 
to reflect the new law.
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Outgoing Chairman 
Cites New Spirit 
in Washington
Anderson Calls for 
Greater Long-Range 
Planning
The CPA Letter
A Semimonthly News Report Published by the AICPA
Elaborating on his joint statement with the president in the Institute’s annual 
report, outgoing AICPA Chairman William S. Kanaga, at the annual meeting 
October 5, spoke of the dramatic changes during the last year and the 
challenges ahead. New people have been brought into Washington, he added, 
and “a new spirit underlying the government’s relationship with American 
business” has been instilled.
Three areas were cited: The SEC’s decision to withdraw ASR 264 
and proposed withdrawal of ASR 250 on management advisory services; 
the appointment of CPAs to major positions in Washington, such as Roscoe 
Egger, Jr., as IRS Commissioner; and apparent satisfaction with the profession’s 
self-regulatory efforts by government officials. Mr. Kanaga warned against 
complacency, however, because we have been cautioned that “proof of our 
ability to regulate ourselves must be demonstrated over a period of years.”
Other actions where the AICPA has been deeply involved included 
legislative measures which restored social security benefits to certain retired 
CPAs and which retained a requirement that audits of federally assisted 
programs be performed by CPAs, as well as the passage of a major tax bill.
“Two pieces of unfinished business remain from the Derieux report,” said 
Mr. Kanaga—the recruiting of an individual for a high-level staff position to 
coordinate the activities and services aimed at smaller firms and local practices; 
and the resolving of “standards overload” as it relates to both public and 
nonpublic companies.
“Ours is a profession that must be responsive to the public and to regulatory 
bodies as well as to clients; for CPAs, planning is an essential fact of life,” 
said George D. Anderson, the Institute’s new chairman, in his inaugural 
remarks at the annual meeting October 6. He added that one of his first 
requests to the Institute’s board of directors will be to activate a long-range 
planning committee. “Unless we involve ourselves in long-range planning, 
we risk erratic and hasty reactions,” he added.
“We must have ongoing planning in order to be ready with solutions to 
problems that have developed in the past few years and those that are 
currently appearing on the horizon,” said Mr. Anderson. Areas to be addressed 
now, he added, are specialization, competition, regulation and licensing and 
continuing education.
In other areas, Mr. Anderson said he intended to push ahead with the 
recommendations of the committee on small and medium-sized firms. If this 
effort is to be successful, he added, there must be a “dual commitment” of 
both the Institute and local practitioners.
In concluding his remarks, Mr. Anderson said that the most important 
goal in the year ahead “is to retain and strengthen the cohesiveness of the 
profession.” To achieve this, he added, and to face the challenge of new 
developments in the profession, “a greater spirit of camaraderie and frank 
discussion” of the concerns ahead are required.
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FASB Makes 
Available 
Computerized 
Data Bank.. .
For the first time the reported impact of inflation on all corporations subject 
to SFAS no. 33, Financial Reporting and Changing Prices, is available for 
study, due to efforts by the Financial Accounting Standards Board, the 
Columbia University Graduate School of Business Accounting Research 
Center and major accounting firms. The effort has resulted in a computerized 
data bank of inflation-adjusted data on more than 1,100 companies.
The data bank is designed to be used in conjunction with other available 
financial information. It contains two years’ information reported by companies 
with December 1980 and January 1981 year-ends required to disclose supple­
mentary information adjusted for the impact of inflation. Data required under 
SFAS no. 36, Disclosure of Pension Information, is also included. Information on 
the computerized tape containing the data bank and a users’ manual may be 
obtained by writing FASB Statement 33 Data Bank, The Value Line Investment 
Survey, 711 Third Avenue, New York, New York 10017.
In compiling the data bank, the board aims to encourage research into the 
uses and benefits of data adjusted for the effects of inflation. Research, the 
board says, will be useful not only to investors and accountants but also to 
government policymakers, who will be able to see on an industry-by-industry 
basis the effects of changing prices on a major sector of the U.S. economy.
The Institute is in the process of preparing several studies based on 
information drawn from the data bank. Further information on these studies 
will be forthcoming.
The Financial Accounting Standards Board recently issued an interpretation on 
the question of when an oil and gas producer should expense the costs of a 
well in progress at the end of the period but discovered to be a “dry hole” before 
the period’s financial statements are issued. Interpretation no. 36, Accounting 
for Exploratory Wells in Progress at the End of a Period, clarifies that costs 
incurred in the earlier period should be charged to expense for that period, 
“because the well is known to be unsuccessful before the financial statements 
are issued.”
The interpretation is effective for fiscal years beginning after December 15, 
1981, and for interim accounting periods within those fiscal years.
For further information, contact Order Department, FASB, High Ridge Park, 
Stamford, Conn. 06905.
In other actions, the board recently decided to expose a draft of a concepts 
statement on reporting comprehensive income, cash flows and financial 
position. The board’s staff will submit the draft to the FASB for approval.
National Banking 
Conference Set 
for November
The Sixth AICPA National Conference on Banking is set for November 16-17 at 
the Hyatt Regency O’Hare in Chicago. The program will cover various topics 
relating to current accounting and auditing issues affecting the banking industry. 
Topics include tax planning, mergers and acquisitions, interest rate futures 
and forward contracts, and competition and its impact on banking.
Speakers include Leland S. Prussia, chairman of the board, Bank of 
America, and Representative Doug Bernard, Jr. (D-Ga.), who is a member of the 
House Committee on Banking, Finance and Urban Affairs.
Registration is $250. Contact the AICPA meetings department.
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.. . And Issues 
Interpretation on 
“Dry Holes”
The accounting profession’s highest award, the AICPA Gold Medal for Distin­
guished Service, was awarded to Herbert E. Miller, professor and director of 
the School of Accounting at the University of Georgia, and Walter J. Oliphant, 
retired senior partner of Arthur Andersen & Co. and former president of the 
Institute (1971-72), at the AICPA’s annual meeting earlier this month.
Mr. Miller has been active in both public practice and academia. He was 
president of the American Accounting Association and of the national account­
ing fraternity, Beta Alpha Psi, and a partner in Arthur Andersen & Co. “As an 
academic devoted to the profession, he took a leadership role in the movement 
to establish professional schools of accounting,” and served on numerous 
committees aimed at closing possible gaps between the two elements of the 
profession.
As Institute president in 1971, Mr. Oliphant foresaw the “tumultuous 
course” ahead for the profession and took action to make the AICPA’s Wash­
ington office an effective, active tool in aiding both the public and the profession. 
His presidency capped almost two decades of service to the profession, which 
included chairing the committee appointed to implement portions of the report 
of the Commission on Auditors’ Responsibilities.
POB Chairman 
Urges Firms to 
Join SEC  
Practice Section
John J. McCloy, chairman of the Public Oversight Board, which monitors the 
SEC practice section of the Institute’s division for CPA firms, has invited two 
groups of firms that have clients subject to SEC regulation to join the section. 
They are those that belong only to the private companies practice section or are 
not members of either group. His letters stressed the benefits of participating 
in “a unique and self-regulatory program.”
Although 90 percent of the companies required to file financial statements 
with the SEC are audited by members of the section, “some critics will not 
consider the profession’s program a success until an overwhelming majority of 
firms that audit any SEC clients join the section,” said McCloy. Therefore, he 
said that the POB “feels justified in urging firms to join.”
New Content 
Specification 
Outlines for CPA 
Exam Adopted
The Institute’s board of examiners has adopted new content specification out­
lines for the Uniform Certified Public Accountant Examination, to be effective 
with the November 1983 examination. The outlines list the areas, groups and 
topics to be tested, as well as the approximate percentage of the total test 
devoted to each area. A free copy, together with background data including how 
the outlines will be used, is available from the AICPA order department.
The board will incorporate these outlines in its Information for CPA 
Candidates booklet, but the presently included generalized listing of subjects to 
be tested will be used through the May 1983 examination.
NOTICE OF AICPA PUBLIC MEETING
Quality Control — The quality control standards committee will hold an open meeting on 
November 17 in Room “D” on the fourth floor of the AICPA’s New York office, starting at 9:00 a.m.
Professional Ethics — The professional ethics executive committee will hold an open meeting 
starting at 9:00 a.m. on November 25 in Kissimee, Florida, at the Hyatt Hotel.
The agenda for both meetings will be reported by the meetings telephone information service.
Changes from this notice will be reported by the meetings telephone information service.
The number is 212/575-5694.
Oliphant and Miller 
Honored at 
Annual Meeting
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Washington Briefs GAO Revision of Guidelines — The General Accounting Office recently said that 
it has not completed revising its Guidelines for Financial and Compliance Audits 
of Federally Assisted Programs (see September 26 Letter). The GAO said the 
process of revision is continuing and no timetable for completion is set.
Proposed Budget Cuts and the SEC — In a recent speech, SEC Chairman John 
S. R. Shad said that President Reagan’s proposed 12 percent budget cut is a 
matter of concern for the commission since the SEC “is a people intensive 
organization,” with little “hardware” to cut back on. Such a cut, he added, would 
mean a 20 percent reduction in staff, eliminate “a whole host of services” 
including closing some regional offices, and eliminate reviews of repeat SEC 
filings and reduce reviews of initial filings “by about a third.”
SEC Withdraws Oil and Gas Accounting Rule — The SEC recently agreed to 
rescind rules preventing oil and gas producers from switching their accounting 
methods. The commission withdrew ASR no. 261, which prohibited energy 
producers from switching from the successful efforts method to the full-cost 
method.
No Adjustment in Standard Mileage Rate — The IRS, in IR 81-121, announced 
that the 1981 standard mileage rate deduction for cars used for business will 
remain at 20 cents for the first 15,000 miles and 11 cents for any mileage beyond 
that. Similarly, the 9 cents per mile will apply to uses for vehicles for charitable, 
medical and moving purposes.
IRS Plans New Compliance Program — The IRS has developed the Unreported 
Income Program to identify, investigate and examine those areas in which a 
potential exists for a high degree of noncompliance in reporting of taxable in­
come. District offices initially will have primary responsibility and their success 
will determine whether the program will be expanded to the regional or national 
level.
IIA Elects Permanent President — Stanley C. Gross, retired corporate director 
of internal auditing for the Sherwin-Williams Company, Cleveland, has been 
named permanent president of the Institute of Internal Auditors, Inc. Gross had 
been serving as interim president since last January.
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FASB Exposes 
Draft on 
Accounting for 
Tax Leases
Additional Taxes 
Likely Needed to 
Offset Deficits
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The Financial Accounting Standards Board recently exposed a draft of a 
proposed statement of financial accounting standards dealing with transactions 
that for tax purposes are structured as leases but, in substance, are solely the 
sale and purchase of tax benefits under the Economic Recovery Tax Act of 1981.
According to the draft, the seller of tax credits should account for the 
net proceeds by its usual method of accounting for those credits — flow through 
or deferral — and the buyer of tax credits should account for the purchase of 
such credits as an investment.
The draft provides that the net proceeds from the sale of tax credits reduce 
income tax expense on the seller’s income statement even though the tax credits 
never reduce the seller’s income taxes. The proposed statement also provides 
that the buyer who actually realizes the tax credits as a reduction in income 
taxes would report the net results of the transaction in income before taxes.
Comments on the draft, Accounting for the Sale or Purchase of Tax Benefits 
through Tax Leases, are due by November 30. Up to five free copies are avail­
able from the FASB, High Ridge Park, Stamford, Conn. 06905.
In other board news, a research report examining indicators that summarize 
financial performance has been issued. Entitled Reporting of Summary Indi­
cators: An Investigation of Research and Practice, the report says that more 
“summary indicators” of a company’s performance than just earnings per share 
should increasingly form the basis for communication with readers of financial 
statements. According to Paul Frishkoff, associate professor, department of 
accounting at the University of Oregon, the report’s author, the term “summary 
indicator” refers to a device, such as a ratio, that condenses data about a 
company’s performance or risk.
Copies of the report are available from the FASB.
Huge continuing federal deficits are having such a disastrous effect on the 
economy that the government must find an additional 200 to 300 billion dollars 
over the next several years. That was the message Senator Max Baucus 
(D-Mont.), chairman of the oversight subcommittee of the Senate Finance 
Committee, brought to the AICPA Conference on Federal Taxes, held last month 
in Washington, D.C.
“The budget is not likely to be cut so attention inevitably turns to increasing 
tax collections,” the senator said, adding that new taxes on alcohol and tobacco 
products will not be sufficient. Some of the individual and corporate tax cuts 
in the 1981 tax act will have to be deferred or stretched out, he said, and a 
reexamination of “tax expenditures,” such as home mortgage interest, will 
be forthcoming.
Also, John E. Chapoton, Assistant Secretary of the Treasury for Tax Policy, 
told the 300 attendees at the conference that the administration will strongly 
resist any effort to delay or roll back individual tax cuts in the 1981 act. New 
revenues, however, must be found, he said, and areas under study include 
residential and business energy credits, industrial development bonds, and the 
threshold for tax liability for those receiving unemployment benefits.
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The AICPA membership has voted by mail ballot to adopt, effective October 15, 
new AICPA bylaws proposed by the special committee on bylaws. Ballots 
representing 43.1 percent of those mailed were cast by 74,192 members. The 
vote was 70,026 (94.4 percent) Yes, 4,099 (5.5 percent) No.
Last spring (see May 25 Letter), the AICPA council adopted resolutions 
implementing the bylaws contingent on favorable membership action, and the 
council resolutions also became effective on October 15.
A booklet containing background on the changes was mailed to all members 
with a ballot in August. In general, the changes made clarify existing language 
as well as reflect the growth in Institute membership. For example, the number 
of members needed to constitute a quorum for conducting business at any 
Institute meeting will be 500, instead of 200, and the nominations committee 
will be increased from seven to eleven members.
Auditing Standards 
Advisory Council 
Issues Report
In its third annual report to the AICPA board of directors, the auditing standards 
advisory council concluded that the auditing standards board has “diligently 
and effectively fulfilled its responsibilities. . . . ”
Among the council’s other observations are the following:
□  The issue of the board’s composition and its effect on the board’s ability to 
fulfill its charge continues to be extensively discussed. This issue should be 
considered by the Institute’s board of directors.
□  The time and effort spent in coordination with other AICPA groups on 
jurisdictional matters may impede the work of the board in establishing 
future auditing standards. The council will continue to monitor this matter.
Copies of the complete report may be obtained, upon written request, from 
Edward R. Gehl at the AICPA.
Issues Paper 
Relating to 
Nonprofits Sent 
to FASB
The Institute’s accounting standards division has sent an issues paper, Account­
ing for Joint Costs of Multipurpose Informational Materials and Activities of 
Nonprofit Organizations, to the Financial Accounting Standards Board for 
consideration in the board’s project to extract the specialized principles and 
practices in AICPA accounting guides and statements of position on nonprofit 
accounting.
The paper, prepared by the division’s nonprofit organizations committee, 
contains advisory conclusions aimed at clarifying the AICPA Industry Audit 
Guide, Audits of Voluntary Health and Welfare Organizations, and provides 
guidance on criteria to be considered in allocating joint costs of multipurpose 
informational material and activities of nonprofit organizations.
The paper is available free of charge from the AICPA order department.
AICPA Member 
Admonished by 
Regional Trial Board
On July 29, 1981, a hearing panel of the Joint Trial Division’s Regional Trial 
Board X voted to admonish Alfred Hymson of Fairlawn, New Jersey, for violat­
ing the competence and technical standards rules of conduct of the AICPA’s 
Code of Professional Ethics in the preparation of the financial statements of 
a client.
Mr. Hymson, who was present with counsel at the hearing, did not request 
a review of the decision and it therefore became effective on August 28, 1981.
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Members Approve 
New Bylaws
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Three AICPA 
Members Honored 
by AWSCPA
The American Woman’s Society of CPAs (AWSCPA] presented its top three 
awards to AICPA members at its annual meeting this fall.
The Public Service Award was presented to Carole Ann Gibbs, Honolulu, 
for outstanding service outside the accounting profession for her numerous 
civic and business-related activities. Ms. Gibbs was the first recipient of the 
Hawaii Society of CPAs Distinguished Public Service Award in 1980. She is a 
vice president of the Hawaiian Trust Company, Ltd.
The recipient of the AWSCPA Literary Award was Dr. Wanda Wallace of 
the University of Rochester Graduate School of Management for her publication, 
The Economic Role of the Audit in Free and Regulated Markets. She currently 
serves as a consultant on the application of regression analysis to the audit for 
Price Waterhouse & Co.
A President’s Special Award went to Myra Swick for service “above and 
beyond the call of duty.” She is a manager in the Chicago firm of Walton, Joplin, 
Langer & Co. and is a past president of AWSCPA.
Where Do AICPA 
Members Come 
From?
The latest analysis of the AICPA membership files shows continued steady 
growth in members — 10,000 or more in each of the recent years. In terms of 
composition, the trends noticed some years ago remain basically unchanged.
Although the numbers have increased, members in practice are still decreas­
ing as a percentage of the total — down about 6 percent over the last eight 
years to 53.5 percent — with a corresponding percentage increase of those in 
business and industry, who now represent over 40 percent of the membership. 
Members in education and government have increased a bit numerically, but are 
down slightly in terms of overall percentages.
Within the practicing group, members associated with smaller firms remain 
in the majority at about 56 percent, but the medium-sized firm representation 
has shown the greatest growth. The biggest decrease in percentage, but still 
showing increased numbers, is with members in the largest firms who now 
represent less than 30 percent of members in practice.
The following tables were compiled as of July 31, the end of the Institute’s 
fiscal year.
SOURCES AND OCCUPATIONS OF AICPA MEMBERSHIP
1973 1975 1977 1979 1981
Total AICPA Membership............... ......... 95,415 112,494 131,300 149,314 173,900
Public Accounting.............................. -------  59.8% 59.1% 57.5% 55.0% 53.5%
Business, Industry, Miscellaneous . . ......... 33.6% 34.6% 36.2% 38.6% 40.4%
Education ............................................. . . . . .  3.1% 2.9% 2.8% 3.0% 2.8%
Government........................................... 3.4% 3.5% 3.4% 3.3%
1973 1975 1977 1979 1981
Membership in Public Practice......... ......... 57,057 66,506 75,528 82,141 93,082
Firms with one member..................... . . . . .  20.9% 22.1% 22.1% 23.5% 22.0%
Firms with 2 to 9 members............... ......... 31.5% 29.7% 30.1% 32.3% 33.8%
Firms with 10 or more
members, except t h e ..................... ......... 8.7% 10.1% 12.0% 12.6% 14.4%
25 largest firm s.................................... 38.1% 35.8% 31.6% 29.8%
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IASC Issues 
Standard on Impact 
of Changing Prices
AICPA Awards 
Three Doctoral 
Grants
MFOA To Hold 
Seminars in 
December
Deadline for 
Disability Income 
Plan is January 1
The International Accounting Standards Committee has released IAS 15, Infor­
mation Reflecting the Effects of Changing Prices. The new standard, which 
supersedes IAS 6, Accounting Responses to Changing Prices, deals with data 
reflecting the effects of changing prices on the measurements used in determining 
an entity’s operating results and its financial position.
The standard notes that financial information intended as a response to the 
effects of changing prices is prepared in various ways — in terms of general 
purchasing power, current cost in place of historical cost or a combination of 
both. The standard also sets forth minimum required disclosures.
Copies of the standard, which is recommended to be effective for periods 
beginning on or after January 1, 1983, can be obtained from the AICPA order 
department at $2.75 each; $2.20 to members.
Three doctoral candidates have received grants.-in-aid totaling $24,000 in con­
nection with their dissertations in accounting. The total amount budgeted for 
grants in the 1981-82 academic year is $37,500, and additional recipients will be 
announced next spring. The recipients are
□  Jane F. Mutchler, University of Illinois at Urbana-Champaign, $8,400. Topic: 
A Multivariate Analysis of Auditor Decision Making in the Presence of 
Going-Concern Uncertainties.
□  Petrea Sandlin, University of Texas at Austin, $7,200. Topic: The Evaluation 
and Improvement of Auditors’ Probabilistic Judgments.
□  G. Lee Willinger, The Florida State University, Tallahassee, $8,400. Topic:
A Contingent Claim Model for Pension Costs.
The grants are aimed at increasing the flow of research in accounting, 
auditing, taxation and MAS activities; reducing the time required to complete a 
doctorate in accounting; and encouraging outstanding candidates to consider 
a career in teaching.
The International MFOA Career Development Center of the Municipal Finance 
Officers Association is holding two one-day seminars in December entitled 
Controlling Government Resources and Transactions: How to Evaluate and 
Improve Internal Controls. The seminar aims to help government officials and 
auditors review and evaluate internal controls, particularly in determining 
whether to add or delete controls in a given situation.
The seminar will be held on December 1 in Tucson, and on December 17 in 
Hollywood, Florida. For further information, contact the International MFOA 
Career Development Center, 180 North Michigan Avenue, Suite 800, Chicago, Ill 
60601 (312/977-9700).
Institute members wishing to begin or increase their coverage under the AICPA 
Long Term Disability Income Plan are reminded that the cutoff date is January 
1. Material on the plan is being mailed to all members. Special features of the 
plan include
□  Monthly disability income benefit payments ranging from $500 to $3,000 for 
total disabilities caused by either sickness or accident.
□  Benefits that may be paid for life after a 26-week waiting period if disability 
occurs before age 50 (payments up to 65 if incurred at age 50 or over).
□  A voluntary rehabilitation program under which an insured CPA may return 
to work while receiving reduced benefits. Training expenses are included.
Contact Rollins Burdick Hunter Co., 605 Third Avenue, New York, N.Y. 
10158 (800/221-4722; in New York, collect at 212/661-9000 — extension 382).
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Arthur J. Dixon, 57, a recently elected AICPA vice president, died at his home 
in Roslyn, New York, on November 2 after a brief illness. He was managing 
partner of Oppenheim Appel, Dixon & Co. At the time of his death he was also 
vice chairman of the New York State Board for Public Accountancy. Among his 
Institute activities, Mr. Dixon was a former elected member of council and 
was chairman of the federal taxation executive committee from 1977 to 1980. 
He also served as president, vice president and director of the New York 
State Society of CPAs.
New Guides for the Professional Accountant — This book, the Fall 1981 edition, 
presents 15 major articles specially selected from the past year’s Journal of 
Accountancy. Price is $6; $4.80 to members.
CPE in the 80’s — A collection of papers written by members of a planning task 
force of the AICPA’s educational materials exchange committee (EDMAX), 
this compendium consists of seven chapters ranging in scope from “A Profile of 
the Profession 1980-1990” to “Sources of CPE — Directions for the 1980s.” 
Price is $5.
Both publications are available from the AICPA order department.
The Institute’s CPE division is offering a new mini-video series called Video 
Capsule, which is designed to keep practitioners current on the provisions and 
practical applications of key pronouncements of the Institute and the Financial 
Accounting Standards Board. The one-hour programs consist of a color video­
tape, a session leader’s guide, a study outline and review materials. The first three 
in the series are SAS no. 39: Audit Sampling; FAS no. 48: Revenue Recognition 
When Right of Return Exists; and FAS no. 49: Accounting for Product Financing 
Agreements. The subscription price is $90 for each Video Capsule; $100 if 
ordered individually.
For further information, contact the Institute’s CPE marketing department 
(212/575-6231).
NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services
An open meeting of the accounting and review services committee will be held on December 3-4 
at the AICPA’s New York office (Conference Room D) starting at 9:00 a.m. each day.
Accounting Standards
The accounting standards executive committee will hold an open meeting in New York on 
December 9-11 in the AICPA boardroom starting at 8:30 a.m. each day.
Auditing Standards
There will be an open meeting of the auditing standards board on December 1-3 at the Innisbrook 
Hotel in Tarpon Springs, Florida, starting at 8:00 a.m. on December 1 and 2, and at 8:30 a.m. on 
December 3.
Federal Taxation
The federal taxation executive committee will hold open sessions of its meeting on December 6 
(10:00 a.m.-5:00 p.m.) and December 9 (9:00 a.m. to noon) at the DelMonte Hyatt Hotel, 
Monterey, California.
Agendas and changes from these notices will be reported by the meetings telephone information
service. The number is 212/575-5694.
Arthur J. Dixon 
Dies
Recent AICPA 
Publications
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Washington Briefs Interest Rate on Tax Deficiencies to Increase — The annual interest rate charged 
on tax underpayments and paid on overpayments will jump to 20 percent on 
February 1, 1982, from the present 12 percent. The new rate is set forth in Rev. 
Rul. 81-260 and applies to amounts outstanding on February 1 or arising 
thereafter. The rate change was mandated by the Economic Recovery Tax Act 
of 1981.
Social Security Taxes to Rise Jan. 1 — Effective January 1, 1982, social security 
tax rates will rise to 6.7 percent for employees and to 9.35 percent for self- 
employed individuals. With a simultaneous jump in the income base from $29,700 
in 1981 to $32,400 next year, maximum social security taxes of $2,170.80 for 
employees and their employers and of $3,029.40 for self-employed persons 
will result.
Looser Treatment of Home Office Deductions Ahead? — The Treasury Depart­
ment said recently that it favors allowing taxpayers to take home-office 
deductions even if their residences are being used for part-time work, and it 
plans to issue regulations on this matter shortly. Assistant Secretary of the 
Treasury for Tax Policy John Chapoton, at a hearing last month, said allowing 
such deductions “will cause some additional administrative problems, but these 
problems are manageable in view of the strong fairness argument for allowing” 
the deductions. Legislation making this change has been introduced.
Temporary Leasing Regulations Issued — Late last month, the IRS issued 
temporary regulations on leasing under the Economic Recovery Tax Act of 
1981. The regulations relate to the special rules for leases and provide guidance 
to individuals executing lease agreements under section 168 (f) (8) of the 
Internal Revenue Code of 1954. These temporary regulations will remain in effect 
until superseded by later final regulations.
Temporary ASC Regulations Issued — In T.D. 7789, the IRS issued temporary 
regulations explaining the rules applicable to all-savers certificates. The regula­
tions adopt rules previously issued by the Depository Institutions Deregulation 
Committee. The regulations deny the exclusion of $1,000 ($2,000 on joint 
returns) of interest income for those incurring indebtedness to purchase or carry 
these certificates. A hearing on the regulations, which have also been proposed 
for adoption, is slated for November 23.
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FASB Exposes 
Drafts in Four Areas
FASB to Move on 
Foreign Currency 
Translation
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board recently exposed four drafts of 
proposed statements of financial accounting standards:
□  Related Party Disclosures would establish accounting requirements for 
disclosures of related party transactions and certain control relationships in 
a company’s financial statements. The disclosure requirements in this 
proposal are generally consistent with those in SAS no. 6, Related Party 
Transactions. Comments are due by January 6, 1982.
□  Applicability of FASB Statement no. 32 to AICPA Statements of Position and 
Guides on Accounting and Auditing Matters would specify that the special­
ized accounting and reporting practices contained in SOPs 81-1 and 81-2
and the AICPA’s industry audit guide for construction contractors are pref­
erable accounting principles for purposes of justifying a change in accounting 
principles under APB Opinion no. 20, Accounting Changes. The draft 
would amend SFAS no. 32. Comments are due by January 6, 1982.
□  Determining Whether a Convertible Security is a Common Stock Equivalent 
would amend APB Opinion no. 15, Earnings per Share, to substitute the 
average Aa corporate bond yield as the new benchmark rate in the cash yield 
test for determining whether a convertible security is a common stock 
equivalent. Comments are due by January 6, 1982.
□  Financial Reporting and Changing Prices: Investment Companies (issued 
November 16) would amend SFAS no. 33, Financial Reporting and Changing 
Prices, to eliminate the requirement that investment companies disclose 
supplemental information adjusted for effects of changing prices. Comments 
are due by December 16.
Up to five free copies of these drafts are available until the comment period 
deadline from the Order Department, FASB, High Ridge Park, Stamford,
Conn. 06905.
At its November 10 meeting, the FASB reaffirmed its tentative position to 
proceed with the development of a final statement on foreign currency trans­
lation along the lines set forth in its exposure draft.
The board plans to require translation as if the reporting currency (usually 
the U.S. dollar) is the functional currency for all operations in highly infla­
tionary economies. This would replace the proposals in the draft that would 
have required or permitted restatement to reflect changes in general price 
levels in certain highly inflationary economies prior to translation. These are 
economies for which cumulative inflation over a three-year period is approxi­
mately 100 percent or more.
Guidance will be provided for complying with the requirements of SFAS 
no. 33, Financial Reporting and Changing Prices, by those enterprises that might 
elect to apply the new foreign currency standard for periods before the effective 
date. Although the nature of the guidance has not yet been decided, resolution 
of Statement 33 related issues will not affect the timetable for issuing a final 
foreign currency translation statement or the option to apply that standard for 
periods before the specified effective date.
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The Institute’s auditing standards division recently issued an audit guide 
entitled Audits of Certain Nonprofit Organizations. Prepared by the nonprofit 
organizations subcommittee (auditing), this publication provides guidance for 
the auditor in examining and reporting on the financial statements of certain 
nonprofit organizations in accordance with generally accepted auditing stand­
ards. It also may provide guidance to the auditor in examining the financial 
statements of other nonprofit organizations that have similar types of 
transactions.
The guide is essentially the same as the exposure draft issued in July, 1980, 
and provides guidance in dealing with the financial statements of nonprofit 
organizations not covered by previous AICPA audit guides on hospitals (1972), 
colleges and universities (1973), voluntary health and welfare organizations 
(1974), and state and local governmental units (1974).
Copies of the guide are available from the AICPA order department at $8.50 
each, with usual discounts.
Recent Publications Campaign Treasurer’s Handbook, Third Revised Edition — This handbook, 
revised by the Institute’s state legislation committee, is intended for use in 
campaigns for state and local office. It has been updated to reflect the numerous 
changes since the 1976 edition. Price is $4; $3.20 to members.
Audits of Airlines — This industry guide for the airline industry summarizes the 
industry’s accounting and auditing practices. Price is $8.50; $6.80 to members.
Financial Report Survey 23: Illustrations and Analysis of Disclosures of 
Inflation Accounting Information — This book presents examples and analyses of 
the disclosures in 1980 annual reports made in compliance with FASB State­
ments nos. 33, 39, 40 and 41. Price is $30, with usual discounts.
The above publications are available from the AICPA order department.
The private companies practice section of the AICPA division for CPA firms 
recently published a brief collection of materials that member firms have used 
to merchandise their memberships. The publication, Merchandising Your 
Membership, contains an article from the PCPS Reporter and several sample 
announcements. Single copies of the portfolio are available free by writing 
the Editor, PCPS Reporter, at the AICPA.
The most recent programs in the CPA Video Journal series are no. 17, Accounting 
Education and the Small Firm, which focuses on how a firm can bolster its 
recruitment efforts by hiring a college or university accounting faculty member, 
and no. 18, Report of the Special Committee on Solicitation, which deals with 
direct, uninvited solicitation. Contact Terry Zimmerer at the AICPA.
A listing of the highlights of technical standards issued in the past year is 
available, free, from the AICPA order department. The two-page listing, which 
has been published in the November issue of the Practicing CPA, cites the 
principal features of FASB statements and interpretations, statements on 
auditing standards and statements on accounting and review services.
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At a meeting last month, the trustees of the Financial Accounting Foundation 
authorized the formation of a new advisory committee to help implement 
recommendations of the governmental accounting standards board organization 
committee (GASBOC). The committee will have approximately 10 members, 
including FAF President Russell E. Palmer.
GASBOC members have agreed to release their final report next month 
recommending that the FAF “assume the initiative to implement” the GASBOC 
recommendations. Those recommendations are “confined to relatively broad 
structural issues,” said the committee, adding that the more detailed operating 
decisions, such as location, budget and staffing “should rest with the Financial 
Accounting Foundation under which we propose that a new Governmental 
Accounting Standards Board (GASB) be established.” These recommendations 
came at GASBOC’s final meeting on October 13.
Thomas L. Holton, managing partner of Peat, Marwick, Mitchell & Co., and 
Edus H. White, Jr., vice chairman of Capital Research Company, were recently 
elected to the board of trustees of the Financial Accounting Foundation for 
three-year terms beginning January 1 ,  1982. Charles G. Steele, managing 
partner of Deloitte Haskins & Sells, was reelected for an additional three-year 
term. Also, George D. Anderson, Institute board chairman, will be an ex officio 
FAF trustee during his term as chairman.
Members who wish to volunteer for one of the approximately five hundred 
AICPA committee openings that are expected to become available starting in 
October, 1982, should write to Ms. Torny Berntsen at the AICPA for a list of 
committees, approximate time commitment and a bio form which will provide 
the necessary information for consideration by the incoming chairman of 
the board.
AcSEC POSITION ON TAX ACT AND DEPRECIABLE LIVES
The Economic Recovery Tax Act of 1981 established the Accelerated Cost Recovery System 
(ACRS), which replaces the depreciation system for income tax purposes. ACRS eliminates for 
income taxes the need to select a depreciation method and to determine each asset’s useful life 
and salvage value. Instead of depreciation deductions permitted by prior tax laws, enter­
prises must now use recovery deductions in determining taxable income. The recovery deductions 
are determined by applying percentages specified by the law to the tax basis of the asset for 
a specified number of years.
The Institute’s accounting standards executive committee has been asked whether the 
recovery deductions used for income tax purposes also may be used as depreciation expense for 
financial reporting.
Generally accepted accounting principles require that the cost of depreciable assets be 
allocated to expense over the expected useful life of the asset in a systematic and rational 
manner. In contrast, the recovery deductions required under ACRS were designed to encourage 
investment in productive assets by allowing accelerated deduction of the tax basis of an asset.
If the number of years specified by ACRS for recovery deductions for an asset does not fall 
within a reasonable range of the asset’s useful life, the recovery deductions should not be 
used as deduction expense for financial reporting. Depreciation expense in financial statements 
for such an asset should be determined based on the asset’s useful life.
If the recovery deductions for income tax purposes differ from depreciation expense for 
financial reporting, deferred income taxes should be provided in financial statements for the 
timing differences that result, as required by APB Opinions nos. 1 and 11.
New Steps Taken 
to Form GASB
FAF Elects Two 
New Trustees; 
Reelects One
Committee 
Members Sought
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Washington Briefs New Considerations for Withholding Exemptions — The IRS recently proposed 
six additional items that may be considered by an employee in determining 
withholding allowances to be claimed on Form W-4. For wages paid after 
December 31, 1981, an employee may take into consideration the following 
items, including estimated deductions or reduced taxes for: moving expenses, 
payments to individual retirement accounts, two-earner married couples tax 
relief, estimated losses to be reported on Schedules C, D, E and F of Form 1040, 
unreimbursed employee business expenses and the amount of the decrease 
in tax due to income averaging.
SEC Proposes Easing Small Issuer Exemption — The SEC recently issued a 
proposal that would liberalize the exemption for smaller companies from the 
reporting and registration requirements of the 1934 Securities Act. For companies 
subject to the provisions of this act, only those with $3 million or more in assets 
or 500 or more shareholders would be required to report to the commission 
under the proposal. Currently, the reporting threshold is $1 million in assets or 
500 shareholders.
Extension for Generation-Skipping Transfer Tax Return — The IRS has issued a 
temporary rule establishing a new initial filing date for the generation-skipping 
transfer tax return. Form 706-B is now due no earlier than February 15, 1982, 
according to the new rule (T.D. 7792). Under the prior IRS rule, the earliest date 
for filing the return would have been October 15.
Repeal Sought for Generation-Skipping Transfer Tax — Testifying on behalf 
of the AICPA at a Senate hearing earlier this month, Bernard Barnett urged a 
total repeal of the generation-skipping transfer tax, noting that the wording 
of the statute is so ambiguous and complex that it is neither effective nor 
equitable in raising revenue. Besides the Institute, the American Bar Association 
and the American Bankers Association called for such a repeal.
Rules Issued on Elections Under Tax Act — In T.D. 7793, the IRS issued 
temporary rules to assist taxpayers making elections that became available under 
the Economic Recovery Tax Act of 1981. The rules cover elections that may be 
made for the 1981 tax year and, in some cases, for earlier periods.
Loomis to Leave SEC -  Philip A. Loomis announced recently that he plans to 
retire as an SEC commissioner within six months. The 66-year-old commissioner, 
whose term runs until June 5 ,  1984, had been appointed by President Nixon.
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Culminating a three-year process, the Financial Accounting Standards Board 
recently issued a new statement replacing its controversial Statement no. 8 on 
accounting for the translation of foreign currency transactions and foreign 
currency financial statements. For many companies, it is expected to reduce 
fluctuations in reported earnings caused by changes in foreign exchange rates.
SFAS no. 52, Foreign Currency Translation, requires the use of the current 
exchange rate in translating from a foreign “functional currency” to U.S. 
dollars for relatively integrated foreign operations within a particular nation.
In those cases, translation adjustments are included directly in shareholders’ 
equity rather than income. The standard provides guidance in determining 
the functional currency, a decision in which the board “considers management 
judgment to be essential in assessing the facts.”
The key change in the standard from the exposure draft issued in July 
is in the treatment of currencies in highly inflationary economies. The draft had 
called for adjustment for inflation of a foreign entity’s financial statements 
prior to translation if the entity’s functional currency had been subject to a 
cumulative inflation rate of 100 percent or more over a three-year period. The 
new standard requires translation of those entities’ financial statements as if 
the foreign entity’s functional currency were the dollar.
The board is now considering a staff draft of a proposed statement amending 
SFAS no. 33, Financial Reporting and Changing Prices, as a result of these 
changes in the method of accounting for foreign currency translation.
Application of the new standard, which was adopted by a four-to-three vote 
of the board, is not required until financial statements are issued for calendar
1983. However, earlier application is encouraged, and companies wishing to 
apply the standard in 1981 financial statements are permitted to do so.
Copies of the statement are available from the FASB (address below).
The FASB also recently issued two statements on accounting and reporting 
in the record and music industry and by cable television companies. Both state­
ments are part of the board’s process of extracting specialized accounting 
principles and practices from industry accounting and auditing guides and 
statements of position previously issued by the AICPA.
SFAS no. 50, Financial Reporting in the Record and Music Industry, estab­
lishes standards for licensors and licensees in the record and music industry. It 
requires a licensor to recognize the licensing fee as revenue if the license 
agreement is, in substance, an outright sale and if collectibility of the fee is 
reasonably assured.
SFAS no. 51, Financial Reporting by Cable Television Companies, estab­
lishes standards of accounting for costs, expenses and revenues applicable to the 
construction and operation of a cable television system.
The statements are effective for fiscal years beginning after December 15,
1981, with earlier application encouraged. Prices and copies are available 
from the FASB, Order Department, High Ridge Park, Stamford, Conn. 06905.
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FASB Issues 
Four Proposals and 
An Invitation to 
Comment
The FASB has issued the following documents:
□  A proposed statement of concepts entitled Reporting Income, Cash Flows and 
Financial Position of Business Enterprises is another “building block” in
the board’s program to develop a conceptual framework for financial 
accounting and reporting. The proposal would add several new ingredients 
to the framework and is generally intended to provide more orderly guide­
lines for determining which items in the basic financial statements should 
be highlighted and which should be condensed for investors. Comments are 
due by May 3 , 1982.
□  Two proposed statements entitled Accounting and Reporting by the 
Insurance Industry would confirm specialized accounting and reporting 
principles and practices developed by the AICPA between 1966 and 1980
in five insurance industry guides and statements of position. The two pro­
posals, which are incorporated in the exposure draft, integrate accounting 
practices for all types of insurance companies except for mutual life and 
assessment companies and fraternal benefit societies. Comments are due by 
February 18, 1982.
□  A proposed statement, Accounting and Reporting by Transferors for Transfers 
of Receivables with Recourse, would clarify the circumstances under which
a transfer of receivables with recourse would be accounted for as a sale 
rather than a loan. Comments are due by January 18, 1982.
□  An Invitation to Comment entitled Financial Reporting by Private and Small 
Public Companies is designed to aid the board in identifying factors among 
various types of business “that may point to a need for changes in reporting 
requirements.” Included are three questionnaires directed specifically to 
managers of private and small public companies, users of financial statements 
and accountants providing services to such companies. Comments are due 
by May 31, 1982.
□  Technical Bulletin no. 81-6, Applicability of Statement 15 to Debtors in 
Bankruptcy Situations, deals with troubled debt restructurings of debtors 
involved in bankruptcy proceedings and the applicability of SFAS no. 15, 
Accounting by Debtors and Creditors for Troubled Debt Restructurings.
For further information on these documents, contact the Order Department, 
FASB, High Ridge Park, Stamford, Conn. 06905.
In another area, the Financial Accounting Foundation, which monitors the 
work of the FASB, will consider a proposal that the FASB voting procedure 
be changed from a simple majority to a five-to-two vote of the board in order to 
adopt a new standard. This had been the policy until 1977 when the current 
procedure was approved. A decision is expected in early 1982.
The AcSEC position on the Tax Act and depreciable lives, reported in the last 
issue, contains a typographical error in the fourth paragraph. It should read as 
follows: “ If the number of years specified by ACRS for recovery deduction 
for an asset does not fall within a reasonable range of the asset’s useful life, the 
recovery deductions should not be used as depreciation [not deduction] expense 
for financial reporting.”
Also, the newly elected Financial Accounting Foundation trustee is Edus H. 
Warren, Jr., vice chairman of Capital Research Company, not Edus H. White, Jr.
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Committee on 
Standards Overload 
Issues Interim 
Report
Statements on 
Compilations and 
Communications 
Issued
The Institute’s special committee on accounting standards overload will issue 
about December 18 a discussion paper of its tentative conclusions and recom­
mendations for public comment. The committee was formed to consider 
alternative means of providing relief from accounting standards deemed to be 
not cost effective, particularly for small, closely held businesses, and to 
report to the AICPA’s board of directors.
The discussion paper describes the committee’s deliberations to date, the 
evidence it has considered and its tentative conclusions. It suggests that
□  The Financial Accounting Standards Board should be urged to reconsider 
and act on certain accounting standards that are widely perceived as 
unnecessarily burdensome and costly, particularly for small, nonpublic com­
panies. Areas cited for reconsideration include the provisions of SFAS
no. 13 on Accounting for Leases; APB Opinion no. 11 on Accounting for 
Income Taxes; the pro forma disclosures mandated by APB Opinion no. 16, 
Business Combinations; and SFAS no. 34 on Capitalization of Interest Cost.
□  Guidance should be provided for practitioners asked to assist their clients in 
preparing financial statements presented in conformity with the income tax 
basis of accounting. The discussion paper includes tentative guidance on 
measurement principles and minimum disclosure guidelines, as well as 
illustrative financial statements.
□  The Institute’s board of directors should urge its auditing standards board 
and accounting and review services committee to reconsider their standards 
for reports on financial statements presented in conformity with the income 
tax basis of accounting.
The committee wants comments from both CPAs and users of financial 
statements. It is particularly interested in comments on the usefulness of the 
income tax basis of accounting as a means of coping with “standards overload.” 
Comments are due by May 3 1 , 1982, and should be directed to Thomas W.
McRae at the Institute. Copies have been mailed to all AICPA practice units; 
additional copies are available from the Institute’s order department.
The Institute’s accounting and review services committee has issued the follow­
ing statements on standards for accounting and review services:
□  SSARS no. 3, Compilation Reports on Financial Statements in Prescribed 
Forms, amends SSARS no. 1 and SSARS no. 2 to provide for an alternative 
form of standard compilation report when the prescribed form and related 
instructions call for a departure from generally accepted accounting prin­
ciples by specifying a measurement principle not in conformity with GAAP 
or by failing to request the disclosures required by GAAP. The statement also 
provides additional guidance applicable to reports on financial statements 
included in a prescribed form.
□  SSARS no. 4, Communications Between Predecessor and Successor 
Accountants, provides guidance to a successor accountant who decides to 
communicate with a predecessor accountant regarding acceptance of an 
engagement to compile or review financial statements of a nonpublic entity 
and requires the predecessor accountant to respond promptly and fully to 
such communications in ordinary circumstances. The statement, which 
amends SSARS no. 2, also provides guidance on additional inquiries a suc­
cessor accountant may wish to make of a predecessor to facilitate the conduct 
of the successor’s compilation or review engagement.
Copies of both statements will be available shortly at $1.60 each from the 
AICPA order department.
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MAS Statement on 
Standards Issued
Draft Exposed on 
Compiled Financial 
Statements
Doctoral Fellowships 
Awarded to 
Minority Faculty
The Institute’s management advisory services division recently approved for 
publication the first in a new series of statements on standards for MAS that will 
be enforceable under the AICPA Rules of Conduct. Statement on Standards 
for MAS no. 1, Definitions and Standards for MAS Practice, has been revised 
considerably from the exposure draft issued last March (see March 23 Letter).
In the statement, management advisory services are categorized as either 
MAS consultations or MAS engagements. MAS consultations were referred to as 
MAS “informal advice” prior to the adoption of this statement. Professional 
practices for each of these MAS forms will be different; definitions and stand­
ards for these are described in this statement and in subsequent statements.
The statement identifies the existing Rule 201 general standards as applying 
to both MAS engagements and MAS consultations, and establishes four 
technical standards (Rule 204) for MAS engagements. The statement is effective 
for MAS activities rendered after May 1, 1982.
Copies of the statement will be available shortly from the AICPA order 
department at $1.60 per copy. Additional statements on MAS engagements and 
MAS consultations are being prepared and exposure drafts are expected to 
be distributed early in 1982.
The Institute’s accounting and review services committee recently issued an 
exposure draft of a proposed statement on standards for accounting and review 
services entitled Reporting on Compiled Financial Statements. The proposal, 
which amends SSARS no. 1, would change the compilation report to refer 
to standards established by the AICPA.
SSARS no. 1 provides, among other things, guidance considered necessary 
to enable the accountant to comply with the general standards of the profession 
in the context of a compilation engagement and establishes additional standards 
deemed appropriate for such engagements. The reporting standards for a 
compilation engagement set forth in SSARS no. 1 describe the limitations of 
that service. The proposed SSARS would make it clear that a compilation is a 
professional service subject to professional standards. The proposed statement 
also amends certain illustrations in SSARS nos. 1, 2 and 3 of compilation 
reports to conform the language of the first paragraph in each illustration to 
the change in the reporting standard.
Comments, which are due by February 2 8 , 1982, should be directed to the 
Institute’s accounting and review services committee at the AICPA. Copies 
of the draft may be obtained from the AICPA order department.
Five minority faculty members have been accepted for doctoral fellowships for 
the 1981-82 academic year in a program sponsored by the AICPA. The recipients 
and grant totals are
□  Gwendolyn J. Highsmith of North Carolina A&T State University, Greensboro, 
attending University of Houston; $7,500.
□  Marion D. Lee of North Carolina Central University, Durham, attending 
University of Georgia, Athens; $7,500.
□  Johnnie A. Mapp of North Carolina A&T State University, Greensboro, 
attending University of Georgia, Athens; $3,000.
□  Priscilla Slade of Jackson State University, Jackson, Mississippi, attending 
University of Texas at Austin; $4,500.
□  Viceola D. Sykes of Florida A&M University, Tallahassee, attending 
University of Florida, Gainesville; $7,500.
The program is aimed at helping the minority accounting faculty of 
developing institutions pursue doctoral study.
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Larger Role 
Seen Ahead 
for Accounting 
Profession
Modifications 
Approved to “False, 
Misleading, or 
Deceptive Acts”
Seminar Set on 
Quality of Life
IRS To Issue Rules 
for Employers to 
Seek Refunds
“The next several years will see unparalleled opportunities for accountants to 
expand their analytical and advisory roles, for both the private and public 
sectors,” said Leland S. Prussia, chairman of the board of Bank of America, at 
the Sixth AICPA National Conference on Banking, held last month in Chicago. 
Speaking to some 500 participants, Prussia noted that, because of the ever- 
increasing complexity of America’s economic system, the accounting profession 
will be called on more frequently to help decision makers cope. The accounting 
profession in particular, he added, will be called upon “to devise ever-better 
financial analysis and ‘early warning’ systems to correctly assess the ‘going 
concern’ value of financial institutions.”
Other speakers included Representative Doug Barnard, Jr. (D-Ga.), a member 
of the House Committee on Banking, Finance and Urban Affairs, and Charles 
Oglebay, assistant chief accountant at the SEC’s division of corporate finance.
The Institute’s professional ethics executive committee recently approved for 
publication two modifications to Interpretation 502-2, “False, Misleading, 
or Deceptive Acts.” The first modification ends the current absolute prohibition 
against members making comparisons with other CPAs and permits such 
comparisons if “based on verifiable facts.”
The second modification adds the following proscription to the list of 
activities that would be considered false, misleading or deceptive advertising or 
solicitation: a representation that “specific professional services in current or 
future periods will be performed for a stated fee, estimated fee or fee range when 
it was likely at the time of the representation that such fees would be sub­
stantially increased and the prospective client was not advised of that 
likelihood.”
The modifications will appear in the February Journal of Accountancy.
The Institute’s management of an accounting practice committee is holding its 
third Quality of Life Seminar in Scottsdale, Arizona, at Marriott’s Mountain 
Shadows. The seminar, which is specially tailored for CPAs and their spouses, 
will offer practical suggestions on leading a more productive and rewarding 
life — both personally and professionally.
The conference offers the opportunity to profit from the guidance of con­
sultants who will show how a planned approach to stress management, physical 
fitness and self-responsibility can positively affect firm operations and personal 
lives. The theme of the seminar is “Planning for High-Level Wellness.”
Registration is $450 per CPA and spouse; $275 per person. For further 
information, contact Jim Flynn at the AICPA (212/575-6439).
The committee would also like to remind college and university professors 
that a local firm recruiting brochure is available free, in reasonable quantities, 
from the Institute’s order department. While the brochure, Choosing the CPA 
Firm That's Right For You, is not intended as a firm recruiting brochure, it is 
intended to bring to the attention of students the opportunities available in 
local firm practice.
At presstime, the Internal Revenue Service was expected to release its rules on 
how employers can seek some $2 billion in refunds of Social Security and 
federal unemployment taxes. The refunds were mandated by last June’s U.S. 
Supreme Court decision (Rowan Companies v. U.S., see June 22 Letter), which 
ruled that the IRS can’t collect unemployment and Social Security taxes on 
meals and lodging provided to workers for the employer’s convenience.
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Washington Briefs Leasing Rules Eased for Troubled Companies -  The Treasury Department,
last month, revised its temporary regulations on safe harbor lease rules so that 
a transfer in a bankruptcy or similar court proceeding will not constitute a 
disqualifying event if certain conditions are met. The revised rules, in T.D. 7795, 
would not cause a loss of a lessor’s tax benefits in the event of the lessee’s 
bankruptcy, provided that all secured creditors who loaned money to buy the 
leased property had agreed to honor the lease.
Test for Simplified Short Form — A redesigned version of the short form 1040 tax 
return will be tested on randomly selected Georgia taxpayers during the 1982 
filing period. Test participants will also be asked to complete a questionnaire on 
their reaction to the new form and accompanying instructions. Based on the 
test results, the IRS will determine whether to use the form nationwide.
Senate Passes Amended FCPA — By voice vote, the Senate, late last month, 
approved a series of amendments to the Foreign Corrupt Practices Act of 1977. 
The bill, S. 708, was introduced by Senator John Chafee (R-R.I.) last March, 
and hearings were held before the Senate Banking Committee last summer (see 
July 1981 Letter). The Senate amended the original Chafee bill and the FCPA 
by deleting the requirement that public companies keep books, records and 
accounts which accurately and fairly reflect the issuer’s transactions and 
disposition of assets, among other things. The bill now goes to the House.
Delinquent Taxes More than $15 Billion — Delinquent taxes were more than $15 
billion in fiscal 1980, rising by more than $2 billion from the previous year, 
according to a recent report by the General Accounting Office entitled What IRS 
Can Do to Collect More Delinquent Taxes. Given as contributing to the increases 
are passive collection policies, inadequate use of taxpayer financial data, 
lack of management data and limited resources — all within the IRS. Copies of 
the report may be obtained by contacting the GAO at 202/275-6241 and 
requesting document GGD-82-4.
Shad to Keynote SEC Conference — John S. R. Shad, chairman of the Securities 
and Exchange Commission, will be the keynote speaker at the Institute’s Ninth 
National Conference on Current SEC Developments, to be held January 12-13 
at the Capital Hilton Hotel in Washington, D.C. Topics of interest include mergers, 
activities in the chief accountant’s office, enforcement, developments affecting 
small issuers and auditors of public companies. Fee is $250. Contact the 
AICPA’s meeting department.
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Board of Directors 
Meeting Highlights
Hearings Continue 
on FCPA Revisions
The CPA Letter
A Semimonthly News Report Published by the AICPA
At its December 3-4 meeting the AICPA board of directors took the following 
actions:
□  Received the report of the special committee on solicitation. As recommended 
in the report, the board adopted a policy statement urging members who 
engage in the commercial practices of advertising and solicitation to avoid 
excesses that could jeopardize adherence to technical and ethical 
standards (see page 2). The board also requested the professional ethics 
division to draft a rule by February 1982 prohibiting solicitation by conduct 
which is coercive or vexatious. This matter will be considered by the 
professional ethics executive committee at a special open meeting being held 
on January 8 ,  1982, in Dallas at the Loew’s Anatole Hotel starting at 9:00 a.m.
□  Decided to recommend to council the election of Gerald Hepp of Michigan 
to fill the vacancy on the board created by the death of Arthur Dixon.
□  Received the annual report of the auditing standards advisory council. While 
the report expresses satisfaction with the auditing standards board’s 
operations, the board of directors will consider further the ASB’s structure 
and operation as it enters the fourth year under its present structure.
□  Requested a report in February 1982 on developments in the AACSB project 
for accrediting accounting programs.
□  Authorized the appointment of a committee that will review the structure 
of the annual meeting.
□  Discussed with representatives of the professional ethics division the 
status of reviews of auditors’ reports involving federal grant projects. These 
representatives also reported that, based on the known facts, the ethics 
committee could not conclude that below cost fees result in a loss of 
independence.
□  Authorized the chairman to appoint a committee to identify and study future 
issues likely to confront the profession.
Earlier this month further hearings were held on S. 708, the recently passed 
Senate version of a bill to amend the Foreign Corrupt Practices Act of 1977, 
which was introduced by Senator John Chafee (R-R.I.) last March. Late last month 
(see December 14 Letter), by voice vote, the Senate approved a series of 
amendments to the FCPA.
The Senate amended the original Chafee bill and the FCPA by deleting the 
free standing requirement that public companies keep books, records and 
amounts which accurately and fairly reflect the issuer’s transactions and disposi­
tion of assets. However, it didn’t eliminate the requirement completely, since 
a new element was added to the section on internal controls stating that the 
purpose of the controls is to ensure accurate and fair record keeping.
Virtually all the witnesses appearing before a House subcommittee hearing 
on the oversight of the FCPA on December 16 said the recently passed Senate 
version of S. 708 could be “more precise.” Another FCPA oversight hearing 
has been tentatively scheduled for late January.
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AICPA BOARD OF DIRECTORS STATEMENT 
ON DIRECT, UNINVITED SOLICITATION
The relaxation of ethics rules pertaining to solicitation, including advertising, has resulted 
in increasing competition within the profession. Excesses in those competitive practices 
could jeopardize adherence to technical and ethical standards. Adherence to those standards in 
combination with the assumption of personal responsibility, independence and self-restraint 
is the foundation upon which the profession rests.
The Board believes that members should exercise appropriate restraint if they elect to engage 
in the commercial practices of advertising and solicitation. Such self-restraint can be exercised 
through the application of common sense, good taste, moderation and individual responsibility. 
This exercise of self-restraint contributes to adherence to technical and ethical standards 
and, as a result, serves the public interest.
This statement is not intended to enlarge upon the prohibition against false, misleading 
or deceptive solicitation set forth by Rule 502.* Accordingly, conduct which does not violate that 
rule will not be deemed unprofessional, nor will it subject the member to disciplinary action.
Adopted December 3, 1981.
*Rule 502 — Advertising and Other Forms of Solicitation. A member shall not seek to obtain clients by 
advertising or other forms of solicitation in a manner that is false, misleading or deceptive.
IFAC Issues Guides 
on Audit Evidence 
and Documentation
The international auditing practices committee of the International Federation 
of Accountants has issued the following documents:
□  International Auditing Guideline 8, Audit Evidence, expands on the state­
ment in International Auditing Guideline 3, Basic Principles Governing an 
Audit, that the auditor “should obtain sufficient appropriate audit evidence 
through the performance of compliance and substantive procedures to 
enable him to draw reasonable conclusions therefrom on which to base his 
opinion on the financial information.” Guidance on sufficient appropriate 
audit evidence and methods of obtaining audit evidence are included.
□  International Auditing Guideline 9, Documentation, also expands on a state­
ment in International Auditing Guideline 3, which stated that “the auditor 
should document matters which are important in providing evidence that
the audit was carried out in accordance with the basic principles.” For the 
purposes of the guideline, documentation refers to the working papers 
prepared or obtained by the auditor and retained by him, in connection with 
the performance of the audit.
Both are available from the AICPA order department at $1.75 each.
Practicing CPA  
Distribution Policy
Effective with the December issue, the Practicing CPA’s distribution has been 
changed. Henceforth, single copies will be mailed automatically to each practice 
unit represented in the membership and to individual members who specifically 
request to be included in the mailings. Any member who wishes to receive 
this monthly newsletter, which deals with practice management issues and the 
application of professional standards to local practice, may be added to the 
list by writing to the AICPA’s membership records department.
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Issues Paper on 
Agricultural 
Industry Available
Industry and 
Quality of Life 
Programs Set
Recent Publications
The Institute’s auditing standards division has sent an issues paper entitled 
Accounting by Agricultural Producers and Agricultural Cooperatives to 
the Financial Accounting Standards Board for its consideration.
The division’s agribusiness special committee prepared the paper as part 
of its project to develop an accounting and audit guide for the agricultural 
industry. Topics covered in the paper include accounting for inventories by pro­
ducers, agricultural cooperatives, forward and futures contracts by producers 
and cooperatives, and accounting for development costs of land, livestock 
and plants.
The paper is available free from the AICPA order department.
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The Seventh National Conference for CPAs in Industry will be held April 29-30,
1982, near Chicago in Itasca, Illinois. Designed to meet the special interests 
of this portion of the membership, the program will include Donald J. Kirk, 
chairman, Financial Accounting Standards Board; Roscoe L. Egger, Jr.,
IRS commissioner; and Milton D. Stewart, editor of Inc. magazine. Also, 
Institute Chairman George D. Anderson will speak to the conference.
Concurrent sessions will focus on topics such as the role of the controller, 
Lifo conversion, strategic planning, cash management, automated office systems, 
oil and gas accounting, internal auditing, and tax incentives for small business.
A brochure about the conference will be mailed next month to all AICPA 
members in industry. Practitioners are also welcome at the conference.
Registration is $225. For further information, contact the AICPA meetings 
department.
The Quality of Life Seminar (see the December 14 Letter) will be held 
May 16-18, 1982, in Scottsdale, Arizona. Contact Jim Flynn at the AICPA 
(212/575-6439) for further information. The conference, which is open to CPAs 
and their spouses, will offer suggestions on leading a more productive and 
rewarding life — both personally and professionally.
Accounting Trends & Techniques: 1981 — The latest edition of this reference 
shows what accounting and reporting techniques were used in the 1980 
and early 1981 annual reports of 600 companies. The survey includes more than 
1,000 examples of current practice and numerous tables. Price is $42;
$33,60 to members.
Accountants’ Index: 29th Supplement — This new edition lists more than 14,000 
items on accounting, auditing, taxation, management and other topics which 
were published during 1980. Price is $57; $45.60 to members (quarterly 
subscription service also available).
Auditing Research Monograph no. 4: The Market for Compilation and Review 
Services — This study examines practitioners’ experiences and reactions relating 
to the impact which compilation and review have had on their services.
It also includes summaries and recommendations on practices relating to 
compilation and review services. Price is $9; $7.20 to members.
1981 disclosure checklists extracted from the AICPA Audit and Accounting 
Manual are now available separately. Developed by the Institute’s technical 
information division, this latest edition has been updated to reflect AICPA 
and FASB statements in effect as of September 1981. Price is $5; $4 to members.
These publications may be obtained from the AICPA order department.
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Changes Made in 
SECPS Membership 
Requirements
FASB Expects to 
Revise Tax Lease 
Accounting
(The following statement has been issued by the executive committee of the SEC 
practice section of the AICPA’s division for CPA firms.)
In the spring of 1981, the SEC practice section executive committee 
appointed a task force to study all of the section’s membership requirements with 
the objective of making the section a more efficient and effective self-regulatory 
program. The task force considered the results of a 1981 survey of non­
member firms, solicited the views of the public oversight board and of repre­
sentatives of the private companies practice section, and considered the results 
of peer reviews to date, among other things. While the task force found 
many of the section’s requirements to be reasonable and in the public interest, 
it did make certain specific recommendations for change. The executive com­
mittee considered those recommendations at its December meeting and adopted 
the following changes, effective January 1, 1982:
□  Eliminated the requirement for firms with less than five SEC audit clients 
and less than ten partners to rotate audit partners on those engagements.
□  Extended the period for partner rotation on SEC audit clients from five 
to seven years.
□  Eliminated the requirement to include the following information in the firm’s 
annual report to the section —
(1) An organization chart or description.
(2) The names of the firm’s SEC clients.
(3) The number of SEC clients whose fees exceed five percent of total 
domestic firm fees.
□  Modified its CPE requirements to reduce record keeping when state require­
ments are similar but not identical to the section’s requirements.
The executive committee also has under consideration certain task force 
proposals to reduce the overall cost of peer review. One recommendation calls 
for the elimination of quality control review panels on firm-on-firm and 
association-sponsored peer reviews. The executive committee hopes to be able to 
announce a decision on this recommendation during the first half of 1982.
In response to another proposal, the peer review committee has been specifically 
asked to review its guidelines for the scope of peer review and to provide 
recommendations to the executive committee.
The board has also decided to revise its exposure draft, Accounting for the Sale 
or Purchase of Tax Benefits through Tax Leases issued last October and 
reexpose it. The provisions of the revised draft would be applied prospectively 
and restatement of the accounting for prior transactions would not be required.
It was tentatively decided that the proceeds from the sale should be included 
in the seller’s income of the period in which the transaction occurs without 
allocating the sales price of tax benefits between tax credits and ACRS deduc­
tions. The buyer should account for the difference between the purchase 
price and the estimated future tax savings resulting from those benefits over 
the term of the transaction.
The thrust of the revised draft is that there will be no allocations for either 
the buyer or seller for the transactions. The buyer will treat the purchase 
as a unit and amortize the cost over the net borrowing position and the seller, in 
turn, will recognize the proceeds as revenue in the year of the transaction, but 
will account for taxes on the proceeds.
The board also decided that the revised exposure draft would not include 
transactions that are the sale or purchase of tax benefits but that also include 
an element of financing.
The revision is expected to be released for comment early in 1982.
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The Financial Accounting Standards Board has recently issued a draft of two 
proposed statements of financial accounting standards that would affect all 
companies that sell real estate or are involved in acquiring, developing, con­
structing or renting real estate. The draft, which carries the overall title of 
Accounting for Certain Real Estate Transactions, would adopt certain specialized 
accounting principles and practices in industry accounting guides and state­
ments of position previously issued by the AICPA. Generally, they would 
confirm rather than change current accounting practice.
The first proposal would require two conditions to be met on sales before a 
seller could recognize profits from retail land sales by the full accrual method; 
the seller’s receivables from land sales are collectible; the seller has no 
“significant remaining obligations" for construction or development. Unless both 
conditions are met another method of profit recognition would be used based 
on the circumstances.
The second proposal would establish which costs associated with acquiring, 
developing, constructing, selling and renting real estate projects should be 
capitalized. Guidance also would be provided on the appropriate methods of 
allocating capitalized costs to individual parts of the project.
Comments are due by April 15 , 1982. Up to five free copies are available 
from the Order Department, FASB, High Ridge Park, Stamford, Conn. 06905.
In other board actions, the board, at a meeting earlier this month, tentatively 
approved an exposure draft amending SFAS no. 33, Financial Reporting and 
Changing Prices, to accommodate the method of accounting for foreign currency 
translation in the recently issued SFAS no. 52 (see December 14 Letter). The* 
draft would require an enterprise that uses a functional currency other than the 
U.S. dollar to prepare its supplementary data on the impact of changing 
prices by first restating functional currency amounts into constant functional 
currency, and then translating those amounts into U.S. dollars. The board’s 
staff will submit a draft for approval.
NOTICE OF AICPA PUBLIC MEETINGS
Auditing Standards
There will be an open meeting of the auditing standards board on January 19-20, 1982, in the 
AICPA boardroom starting at 8:30 a.m. on January 19 and at 9:00 a.m. on the 20th.
The agenda follows.
January 19 — a.m.
□  Timing of Audit Procedures. (Consider draft for exposure.)
January 19 — p.m.
□  Materiality and Audit Risk. (Discussion of preliminary draft.)
D Working Papers. (Consider draft for publication.)
January 20 — a.m.
□  Comfort Letters and Interim Reviews. (Consider draft for publication.)
January 20 — p.m.
□  Financial Forecasts and Projections. (Discussion of preliminary draft.)
The next scheduled board meetings are March 2-4 in New York and April 20-22 in 
New Orleans.
Management Advisory Services
An open meeting of the MAS executive committee will be held January 22, 1982, at the 
New Orleans Airport Hilton Hotel beginning at 10:30 a.m.
The MAS agenda and changes from these notices will be reported by the meetings telephone
information services. The number is 212/575-5694.
FASB Exposes Draft 
on Real Estate 
Accounting
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Washington Briefs Debt-Equity Regulations Delayed — The effective date of the regulations relating 
to whether certain interests in corporations are treated as stock or indebtedness 
has been postponed again — this time, from January 1, 1982 to July 1 ,  1982.
Under the recent change, the regulations under Section 385 will apply to certain 
interests in corporations issued after June 3 0 , 1982. In the meantime, proposed 
revisions to the regulations will be published shortly for public comment 
and will then appear in the Federal Register.
Management Remuneration Rule — The SEC recently issued an interpretation of 
rules relating to disclosure of management remuneration (Regulation S-K).
The release contains a series of questions and answers setting forth the com­
mission’s division of corporation finance’s views on issues which have arisen 
since the adoption of the most recent amendments to Item 4, Regulation S-K, 
in November. 1980.
Delay for Lifo Recapture — At hearings earlier this month, the House Ways and 
Means Committee agreed to delay the effective date of the so-called Lifo 
recapture provisions of the Crude Oil Windfall Profits Tax until January 1 ,  1983. 
This action would defer for one year the new tax provisions in the act which 
would have required companies that use the Lifo method of inventory account­
ing to repay the taxes they save using Lifo when liquidating their business 
inventory.
SBA Update — Size Standards And New Proposal — The Small Business 
Administration is expected to issue shortly new SBA “size standards” aimed at 
determining the eligibility of companies to qualify as a small business in order 
to participate in certain federal programs geared for small business. The 
expected SBA action will probably be in the form of a proposed rulemaking, 
providing an opportunity for public comment.
In a related action, a bill recently introduced entitled the Small Business 
Investment Incentives Bill of 1981 would establish special tax benefits for certain 
small business loans and ease regulations for Small Business Investment 
Companies (SBICs).
Rule Set for Employers to Seek Refunds — The IRS, as anticipated, recently 
issued Rev. Proc. 81-69, dealing with the procedures for companies to claim 
refunds in light of the U.S. Supreme Court rulings (Rowan Companies v. U.S.) 
that the value of meals and lodging provided for the employer’s convenience are 
not considered to be wages for FICA and FUTA purposes (see June 22 Letter).
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